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HUMAN  BEHAVIOR  AND  ECONOMICS:  A 
SURVEY  OF  RECENT  LITERATURE 

SUMMARY 

Introductioii:  psychology  and  economics,  1.  —  I.  Pannelee,  Sci- 
ence of  Human  Behavior,  3.  —  II.  Thomdike,  The  Original  Nature 
of  Man,  6.  —  IH.  Wallas,  The  Great  Society,  12.  —  IV.  Veblen,. 
The  Instinct  of  Workmanship,  10.  —  V.  Sombart,  Der  Bourgeois^ 
29.  — VI.  lippmann,  A  Preface  to  Politics,  37.  — VII.  Walling,  Pro- 
gressivism  and  After,  41.  —  VIII.  Conclusion,  46. 

A  SLIGHT  but  significant  change  seems  to  be  taking 
place  in  the  attitude  of  economic  theorists  toward 
psychology.  Most  of  the  older  writers  made  no  overt 
reference  to  psychology,  but  tacitly  imputed  to  the  men 
whose  behavior  they  were  analyzing  certain  traits  con- 
sistent with  common  sense  and  convenient  as  a  basis 
for  theorizing.  By  recent  writers,  on  the  contrary, 
non-intercourse  with  psychology,  long  practised  in 
silence,  is  explicitly  proclaimed  to  be  the  proper  policy. 

This  definite  pronouncement  has  arisen  from  a  some- 
what tardy  recognition  that  hedonism  is  unsound 
psychology,  and  that  the  economics  of  both  Ricardo 
and  Jevons  originally  rested  on  hedonistic  preconcep- 
tions. Since  hedonism  is  unsound,  either  we  must 
admit  that  both  the  classical  and  the  margmal  analysis 
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is  invalid,  or  we  must  argue  that  the  hedonistic  pre- 
conceptions can  be  given  up  without  compromising 
the  validity  of  the  analysis.  The  latter  horn  of  the 
dilemma  is  chosen.  Then  we  must  choose  again 
between  providing  a  sounder  psychological  basis  for 
our  analysis,  and  holding  that  its  psychological  basis 
does  not  concern  the  economist.  Again,  the  latter 
course  is  generally  preferred.  Thus,  economic  theory 
is  said  to  rest  upon  the  simple  facts  of  preference  or 
choice,  and  the  psychological  explanation  of  these 
preferences  or  choices  is  said  to  be  a  matter  of  indif- 
ference to  our  science.  I  have  come  across  passages  of 
this  tenor  in  the  recent  writings  of  Professors  Wicksteed, 
Chapman,  Pareto,  Schimipeter,  6uhel,  and  Davenport.* 
Probably  a  search  made  for  the  purpose  would  discover 
other  cases. 

Now,  if  economic  theory  really  has  no  concern  with 
psychology,  perhaps  a  survey  of  recent  literature  upon 
human  nature  is  out  of  place  in  this  Journal.  But  that 
is  not  a  necessary  conclusion.  For  when  economic 
theory  has  been  purified  so  far  that  human  nature  has 
no  place  in  it,  economists  become  interested  perforce  in 
much  that  Ues  outside  their  theoretical  field.  Further, 
it  is  possible  that  the  effort  to  keep  the  study  of  human 
nature  out  of  economic  theory  may  break  down.  The 
admitted  deficiencies  of  hedonism  may  stimulate  future 
economists,  not  to  disavow  all  psychological  analysis, 
but  to  look  for  sound  psychological  analysis.     It  may 

>  p.  H.  Wioksteed,  The  Common  Senae  of  Political  Economy  (1910),  pp.  33,  36,  169, 
436;  8.  J.  Chapman,  Political  Economy  (Home  Univeiaity  library),  1912.  pp.  34,  86; 
also  OutUnea  of  Politacal  Economy.  1911,  pp.  24-36;  J.  Sohumpeter.  Wesen  und  Haupt- 
inhalt  der  theorotisehen  NatbnalAkonomie,  1906,  pp.  64, 72, 542-544:  Cuhel,  Lehra  Yon 
den  BedOifniaeen,  1907,  pp.  5&-61;  H.  J.  Davenport,  Economics  of  Enterpriae,  1913, 
pp.  99-101.  Panto's  position  is  substantaally  similar,  since  he  bases  his  theory  of 
equllibrimn  on  curves  of  indifference,  and  treats  these  curves  as  factual  data.  See  his 
Manud)  d'ticonomie  politique,  1909,  p.  169  n.  B6hm-Bawerk  thinks  that  Cuhel  and 
Schumpeter  draw  too  sharp  a  line  between  economics  and  psychology;  but  he  tries  to 
clear  his  own  skirts  of  hedonism.  See  his  Positive  Theorie  des  Kapitales,  Zwdtsr  Halb> 
band,  3d  ed..  1912.  pp.  310-330. 
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even  be  that  economists  will  find  themselves  not  only  A 
borrowing  from  but  also  contributing  to  psychology./] 
For  if  that  science  is  ever  to  give  a  competent  account  1 
of  human  behavior  it  seems  necessary  that  economists  , 
should  do  a  part  of  the  work.  Hmnan  natiu^  is  in  , 
large  measure  a  social  product,  and  among  the  social  j 
activities  that  shape  it  the  most  fundamental  is  the  , 
particular  set  of  activities  with  which  economists  deal,    j 

Those  economists  who  are  loath  to  abandon  psy- 
chological inquiry  may  well  feel  encouraged  by  the 
vigor  with  which  the  study  of  human  nature  is  now  being 
prosecuted.  Physiologists^  neurologists,  psychologists, 
ethnologists,  sociologists,  poUtical  scientists,  economic 
historians,  even  a  few  economic  theorists,  are  not  only 
working  at  the  problem  from  their  several  viewpoints, 
but  also  endeavoring  to  pool  their  contributions. 
Whether  the  results  of  such  work  can  be  incorporated 
into  economic  theory  with  good  effect,  and  whether 
economists  have  contributions  of  their  own  to  make  to 
the  study  of  human  nature,  are  questions  of  great 
import.  Nothing  which  we  are  doing  ourselves  along 
traditional  lines  concerns  us  more  than  these  many- 
sided  investigations  of  human  behavior. 


Professor  Parmelee  *  plans  *'  a  series  of  works " 
dealing  ^'  with  the  evolution  of  himian  culture  and  of 
human  nature."  His  present  volume  provides  the 
basis  for  this  series  by  assembling  the  results  of  recent 
investigations  bearing  upon  the  evolution  of  behavior. 
Starting  with  the  physico-chemical  peculiarities  of 
organic  matter,  he  reviews  the  leading  theories  con- 

1  Hie  SdfMioe  of  Human  Behayior,  Biologieal  and  Physiologioal  Foundation*.    Br 
Maniiea  Ptnnelee,  New  York,  The  MaomiOan  Company,  1913, 8*,  pp.  zrii  +  443. 
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ceming  the  origin  of  species,  the  behavior  of  the  lower 
animals,  the  evolution  and  functions  of  the  nervous 
system,  the  rise  of  instincts  and  intelligence,  and 
finally,  the  beginnings  of  social  evolution  among  insects, 
vertebrates,  and  men. 

Now  the  road  from  physical-chemistry  to  sociology  is 
long  and  many  are  the  scientific  fields  that  must  be 
traversed  in  passing  from  one  to  the  other.  No  single 
man  is  a  competent  guide  across  all  the  subdivisions  of 
biology,  physiology,  and  psychology.  Yet  we  may  be 
glad  that  Mr.  Parmelee  has  the  courage  of  a  sociologist 
rather  than  the  caution  of  a  scholar.  For  to  most 
students  of  the  social  sciences  the  hypotheses  that 
human  behavior  has  evolved  from  the  simple  reactions 
of  imicellular  organisms,  and  that  the  latter  behavior 
is  reducible  to  mechanistic  terms,  —  to  most  students 
of  the  social  sciences  these  hypotheses  are  as  vague  as 
they  are  seductive.  An  attempt  to  bring  together  the 
evidence  bearing  upon  them  serves  at  least  to  make 
them  more  definite,  to  show  where  they  fit  in  among  the 
other  fragments  of  our  knowledge,  and  to  suggest 
possible  bearings  upon  our  proper  problems.  Besides 
this  general  interest,  Mr.  Parmelee's  book  has  many 
diverting  details:  for  example,  the  sections  of  scissors 
and  paste  which  simcmiarize  the  fascinating  researches 
of  Loeb  into  tropisms,  which  indicate  why  Jennings, 
in  opposition  to  Loeb,  imputes  attention  and  choice 
even  to  the  protozoa,  which  outline  Sherrington's  con- 
ception of  the  nervous  system,  W.  M.  Wheeler's  studies 
of  ant  communities,  and  Espinas's  speculations  about 
the  tendency  of  the  family  to  obstruct  the  formation  of 
large  social  groups. 

For  social  psychology  the  most  important  part  of  Mr. 
Parmelee's  book  is  his  treatment  of  the  relations  be- 
tween the  four  types  of  behavior  —  tropisms,  reflexes. 
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instincts,  and  intelligence.  He  believes  ''  that  there  is 
strict  continuity  between  aU  these  different  forms  of 
behavior  and  that  the  more  complex  forms  are  built  up 
from  and  based  upon  the  simpler  "  (p.  200).  Tropisms 
are  the  reactions  to  external  forces  of  animals  without 
a  nervous  system.  Reflexes  are  the  reactions  of  effector 
organs  to  nervous  stimuli,  and  therefore  exist  only  in 
animals  which  have  nervous  systems.  Instincts  are 
inherited  combinations  of  reflexes,  and  require  integra- 
tion by  a  central  nervous  system.  "  Intelligent 
behavior  is  .  .  .  made  up  of  tropic,  reflex,  and  instinc- 
tive actions  which  have  been  combined  in  new  ways  as  a 
result  of  experience  so  as  to  constitute  new  forms  of 
behavior"  (p.  258).  It  requires  a  central  nervous 
system  which  "  has  developed  parts  which  are  not 
specialized  at  birth,  so  that  they  can  serve  as  association 
areas ''  (p.  266).  While  the  simpler  "  forms  of  behavior 
are  inherited  in  the  sense  that  animals  are  predeter- 
mined to  manifest  them  when  the  appropriate  stimuli 
are  applied,"  intelligence  "  is  determined  by  individual 
experience,"  tho  of  course  "  a  structural  form  which  is 
capable  of  benefiting  by  experience  must  be  inherited  if 
intelligent  behavior  is  to  make  its  appearance"  (p.  423). 

The  neat  symmetry  of  this  scheme  is  marred  some- 
what by  the  necessity  of  introducing  between  instincts 
and  intelligence  certain  ''  general  innate  tendencies." 
These  tendencies  differ  from  instincts  in  that  they  are 
not  definite  combinations  of  reflexes,  but  involve  "  at 
different  times  entirely  different  parts  of  the  nervous 
system  "  (p.  296).  On  the  other  hand,  they  differ  from 
intelligence  in  that  they  are  iimate,  instead  of  based 
upon  individual  experience.  Examples  in  point  are  the 
tendencies  to  imitate,  to  play,  and  to  form  habits. 

The  reader  will  see  that  Mr.  Parmelee's  discussion  of 
himian  behavior  is  biological  rather  than  psychological 
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in  character.  He  finds  the  criteria  by  which  to  dis- 
criminate between  the  different  types  of  activity,  not  in 
what  the  organism  does,  but  in  the  anatomical  structure 
of  the  nervous  tissues  involved.  Interesting  as  this 
viewpoint  undoubtedly  is,  important  as  are  certain 
conclusions  which  it  suggests,  it  still  remains  a  matter  of 
secondary  interest  to  students  of  the  social  sciences. 
They  are  concerned  less  with  the  anatomical  machinery 
by  which  activities  are  effected  than  with  the  character- 
istics of  the  activities  themselves.  Hence  they  will 
find  more  of  practical  interest  in  the  following  books, 
which  subordinate  the  biological  to  the  psychological 
viewpoint,  than  in  Mr.  Parmelee's  volume. 

II 

To  a  generation  striving  with  projects  of  social 
reform  there  is  no  problem  of  greater  speculative  interest 
or  greater  practical  import  than  what  is  original  in 
human  nature.  Logically,  the  issue  between  Godwin 
and  Malthus,  between  the  Philosophic  Radicals  and 
the  Conservatives  of  Mill's  day,  between  the  Socialists 
and  the  "  Stand  Patters  "  of  our  own  time,  involves  a 
difference  of  opinion  how  far  and  how  fast  man's  nature 
can  be  made  over.  And,  since  we  have  come  to  dis- 
credit the  inheritance  of  acquired  characteristics,  the 
possibility  of  reforming  human  nature  turns  largely  on 
what  part  of  that  nature  is  inherited  and  hence  pre- 
simiably  unchangeable,  and  what  part  is  formed  by 
experience  and  hence  presmnably  capable  of  modifica- 
tion. Keen  and  widespread  interest  will  be  felt, 
therefore,  in  the  effort  of  a  distinguished  psychologist 
to  determine  what  is  The  Original  Nature  of  Man.^ 

1  The  OrigiiuJ  Nature  of  Man  (Educational  Psychology,  vol.  i).  By  Edward  L. 
Thomdike.  New  York,  Teaohen*  CoUece.  Columbia  University.  1913.  8*.  pp.  xii  + 
327. 
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like  most  modem  writers,  Professor  Thomdike  finds 
the  basis  of  man's  original  nature  in  the  connections 
formed  before  birth  among  his  11,000  millions  of 
neurones.  In  behavior  these  connections  manifest 
themselves  as  reflexes,  instincts,  and  inborn  capacities 
—  terms  which  indicate  merely  progressive  differences 
in  the  complexity  of  the  situations  which  provoke  action, 
in  the  complexity  of  the  responses  made  to  the  situa- 
tions, and  in  the  plasticity  of  the  bonds  between  situa- 
tions and  responses. 

What  distinguishes  Mr.  Thomdike's  view  is  that  he 
conceives  the  number  of  these  preformed  connections 
and  consequently  the  number  of  man's  imleamed 
tendencies  to  be  very  great.  Darwin  held  that  man  has 
fewer  instincts  than  any  other  animal.  William  James, 
on  the  contrary,  believed  that  man  has  all  the  instinctive 
impulses  that  animals  have  and  a  great  many  more 
besides.^  Thomdike,  in  turn,  goes  far  beyond  James  in 
multiplying  innate  propensities.  As  he  multiplies 
them,  of  course,  he  makes  these  propensities  more 
limited  in  scope  and  more  definite  in  character. 

An  illustration  will  give  the  best  idea  of  Mr.  Thorn- 
dike's  method  and  results.  James  treated  imitation  as 
one  of  the  most  important  instincts.'  On  it  Tarde,  Le 
Bon,  and  Ross  based  their  ''  psychology  of  the  crowd." 
Lat^  writers  like  McDougall  and  Parmelee  have 
denied  that  it  is  an  instinct  on  the  ground  that  it  does 
not  involve  any  specific  reflexes  or  mode  of  behavior,  but 
have  admitted ''  a  general  innate  tendency  "  to  imitate.' 
Now  comes  Thomdike  with  his  detailed  scrutiny  of  the 
evidence  leading  up  to  this  conclusion: 

The  most  probable  cases  for  the  production,  by  behavior  witnessed, 
of  simOar  behavior  in  the  witness,  are  smiling  when  smiled  at, 

>  Pkiadples  of  Pqyoholocr,  ii,  393,  441.         *  Ibid.,  p.  406. 
'  W.  MeDougall,  Social  Faythaiogy,  pp.  102-107;  M.  Parmelee,  Science  of  Human 
BehsTkr,  pp.  241,  246,  247. 
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laughing  when  others  laugh,  yelling  when  others  yell,  looking  at  what 
others  observe,  listening  when  others  listen,  running  with  or  after 
people  who  are  running  in  the  same  direction,  running  from  the 
focus  from  which  others  scatter,  jabbering  when  others  jabber,  and 
becoming  silent  as  they  become  silent,  crouching  when  others 
crouch,  chasing,  attacking  and  rending  what  others  hunt,  and 
seizing  whatever  object  another  seizes. 

In  my  opinion  these  probabilities  are  all,  or  nearly  all,  real,  and  are 
the  chief,  or  even  the  only  components  of  the  imitative  tendency 
which  shows  itself  in  large  masses  of  men,  and  produces  panics,  and 
orgies,  and  frenzies  of  violence,  and  which  only  the  rarest  individuals 
can  actively  withstand.* 

In  other  words:  "  Man  has  a  few  specialized  original  tendencies 
whose  responses  are  for  him  to  do  what  the  man  forming  the  situa- 
tion does.  His  other  tendencies  to  imitate  are  habits  learned  no- 
wise differently  from  other  habits."  * 

This  process  of  resolving  the  commonly  recognized 
instincts  into  their  constituent  elements  is  carried  out 
in  much  detail.  The  aim  is  to  define  each  situation, 
each  response,  and  each  connection  with  such  precision 
that  every  imleamed  tendency  may  be  identified  with 
complete  assurance  by  different  investigators.  Gradu- 
ally enough  material  may  be  collected  to  make  sure  just 
what  forms  of  behavior  are  original  and  just  what  forms 
are  acquired.  Mr.  Thomdike's  own  work  is  professedly 
only  a  beginning  in  this  line  of  endeavor:  it  does  not 
give  a  complete  inventory  of  imleamed  tendencies,  but 
it  does  give  an  illuminating  conception  of  the  character 
of  these  tendencies  and  of  the  scientific  method  of 
studying  them. 

To  economists  what  Mr.  Thomdike  has  to  say  about 
the  relations  between  innate  capacities  and  intelligence 
is  even  more  important  than  what  he  has  to  say  about 
these  capacities  themselves.  The  ultimate  source  of  all 
values  he  finds  in  ''  the  original  satisfyingness  of  some 
states  of  affairs  and  annoyingness  of  others."     But  he 

1  The  Original  Nature  of  Man,  pp.  120, 121. 
*  Ibid.,  p.  122. 
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points  out  that  '^  To  satisfy  is  not  the  same  as  to  give 
sensory  pleasure  and  to  annoy  is  not  the  same  as  to  give 
pain."  His  generalizations  concerning  original  ten- 
dencies to  be  satisfied  or  annoyed,  concerning  instinctive 
likes  or  dislikes,  are  summed  up  in  ''  three  laws  of 
readiness  and  unreadiness."  Briefly  put,  these  laws 
are  that  **  conduction  by  units  in  readiness  is  satisfying, 
while  conduction  by  units  in  unreadiness,  and  readiness 
without  conduction  are  annoying."  One  group  of 
satisfiers  and  annoyers  is  given  special  prominence  by 
Mr.  Thomdike  and  deserves  special  consideration  by 
economists.  Man  has  an  innate  tendency  '^  to  general 
mental  activity  and  to  general  physical  activity  (tho 
they  are  not  as  a  matter  of  fact  absolutely  general)." 
The  exercise  of  these  tendencies  satisfies,  the  denial  of 
exBTcise  annoys  (pp.  122-133). 

Now  the  original  tendencies  with  which  man  is  bom 
have  certain  original  tendencies  of  their  own.  One  such 
tendency  is  to  produce  what  we  call  consciousness.  A 
second  is  to  increase  the  strength  of  connections  between 
situations  and  responses  by  use  and  to  diminish  this 
strength  by  disuse  —  the  "  Law  of  Exercise."  A  third 
is  to  increase  the  strength  of  connections  when  the 
response  is  accompanied  or  followed  by  a  satisfjdng 
state  of  affairs  and  to  diminish  the  strength  of  connec- 
tions in  the  opposite  case  —  the  "  Law  of  Effect " 
(pp.  170-172).  ^  "  These  tendencies  for  connections  to 
grow  strong  by  exercise  and  satisfying  consequences, 
and  to  grow  weak  by  disuse  and  annojdng  conse- 
quences "  are  "  the  features  of  man's  original  equip- 
ment whereby  all  the  rest  of  that  equipment  is  modified 
for  use  in  a  complex  civilized  world  ":  "  the  effective 
original  forces  in  what  has  variously  been  called  nur- 

>  Mr.  Tbonidike  inwrts  that  this  law  of  effoct  is  primary,  and  not  reducible  to  the 
bm  ot  eatnwB  (p.  192). 
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ture,  training,  learning  by  experience,  or  intelligence  " 
(p.  173). 

Intelligence  and  instinct,  then,  are  ''  of  the  same 
flesh  and  blood  "  (p.  310).  For  when  man's  unlearned 
capacities  play  out  their  game  under  favorable  condi- 
tions they  lead  to  reflection  and  to  self-judgment,  just 
as  truly  as  they  lead  to  the  begetting  and  nursing  of 
children.  Acquired  nature  is  generated  from  original 
nature  ''  and  combines  back  with  it  to  form  new 
hybrids "  (p.  198).  Our  passionate  religions,  our 
industrial  arts,  and  our  pure  sciences  are  all  evolved 
from  our  innate  propensities  as  much  as  is  our  habit  of 
walking. 

On  this  view  human  nature  is  highly  plastic.  Not 
plastic,  as  James  Mill  would  have  explained,  because 
the  mind  is  "  under  the  governance  of  two  sovereign 
masters  "  and  may  have  the  most  diverse  pleasure-pain 
associations  established  within  it  by  appropriate  train- 
ing; but  plastic  because  of  the  great  number  of  its 
original  propensities  and  of  the  vastly  greater  number 
of  combinations  among  these  propensities  which  may 
be  formed  by  experience  (p.  305).  Practically  every 
activity  of  mature  life  is  directed  not  by  any  single 
instinct  (Mr.  Thomdike's  imleamed  tendencies  are 
resolved  into  elements  too  specific  for  that);  but  by 
some  combination  among  several  or  many  original 
capacities,  modified  little  or  modified  greatly  by 
experience.  As  early  as  "  the  first  half-year  or  less, 
original  nature  and  nurture  codperate  almost  inex- 
tricably" (p.  40).  Among  adults,  "Much,  perhaps 
nine-tenths  of  what  comimonly  passes  for  distinctively 
hiunan  nature  is  .  .  .  not  in  man  originally,  but  is  put 
there  by  institutions  or  grows  there  by  the  interaction 
of  the  world  of  natural  forces  and  the  capacity  to 
learn''  (p.  199). 
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This  view  of  human  nature  affords  a  firm  psychologi- 
cal basis  for  optimism  concerning  the  possibilities  of 
social  progress.  Man  has,  indeed,  no  innate  ^'  moral 
sense  "  to  lead  him  upward,  no  unlearned  difference  of 
response  to  right  and  wrong,  no  religious  instinct 
(p.  202).  Nor  is  man's  original  equipment  adapted  to 
the  higher  Ufe;  on  the  contrary  it  is  '*  archaic,  adapting 
the  human  animal  for  the  life  that  might  be  led  by  a 
family  group  of  wild  men  in  the  woods  "  (p.  280).  Nor 
is  this  original  equipment  improving.  It  might  be 
bettered,  indeed,  within  certain  limits  by  careful  breed- 
ing (p.  244) ;  but  "  original  nature  springs  from  original 
nature  "  (p.  235),  and  as  matters  stand,  we  have  small 
warrant  for  thinking  that  human  advance  is  due  to 
growth  of  our  unlearned  capacities  (pp.  240-243). 
What  can  be  changed  is  nurtm^.  Nurture  cannot 
indeed  eradicate  unlearned  capacities,  it  cannot  supply 
them;  but  it  can  select  certain  among  them  for  develop- 
ment and  others  for  repression;  it  can  make  the  most 
various  combinations  among  them  as  well  as  modify 
their  forms.  The  more  numerous,  the  more  diverse,  the 
more  specific  research  makes  these  original  elements  in 
hmnan  nature,  the  more  powerful  is  the  role  it  ascribes 
to  the  nurture,  which  selects,  combines,  and  modifies 
them«  Most  important  of  all,  the  influence  of  nurture 
may  be  cumulative.  Every  increase  of  social  wisdom 
may  be  applied  in  bettering  the  nurture  given  to  the 
graieration  that  follows,  so  that  this  generation  in  tmn 
may  give  its  successor  training  better  than  it  received. 
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III 

Mr.  Graham  Wallas's  The  Great  Society  ^  has  a  wider 
scope  than  its  predecessor,  Human  Nature  in  Politics. 
While  the  latter  dealt  with  the  conflict  between  the 
abstract  theory  of  representative  government  and  the 
psychology  of  practical  politics,  the  former  offers  a 
psychological  "  analysis  of  the  general  social  organiza- 
tion of  a  large  modem  state."  A  further  difference  is 
that  the  earlier  book ''  turned  into  an  argument  against 
nineteenth-century  intellectuaUsm,"  while  the  present 
book  turns  ''  at  times  into  an  argument  against  certain 
forms  of  twentieth-century  anti-intellectualism  "  (p.  v). 
But  the  two  volumes  have  much  in  common.  Both 
have  the  practical  aim  of  bringing  "  the  knowledge 
which  has  been  accumulated  by  psychologists  into  touch 
with  the  actual  problems  of  present  civilized  life  " 
(p.  20).  Both  reveal  intimate  acquaintance  with 
politics,  with  public  administration,  with  social  condi- 
tions, and  best  of  all  with  individual  men.  Both  reveal 
also  a  wide  knowledge  of  technical  and  general  litera- 
ture. To  this  learning  there  is  joined  in  both  keen 
analysis,  independent  judgment,  and  a  strong  construc- 
tive bent.  Finally,  both  books  are  written  with  a 
charm  nourished  by  the  classics,  and  both  sparkle  with 
vitality. 

In  matters  of  method,  Mr.  Wallas's  chief  contribution 
is  a  deliberate  effort  to  base  his  psychological  analysis 
upon  the  "  complex  dispositions."  He  holds  that  "  for 
that  preliminary  view  of  Ws  subject  matter,  which  he 
will  carry  half-consciously  in  his  mind  and  use  for  his 
wider  speculations,  the  social  psychologist  will  ...  be 
wise  to  explain  human  conduct  rather  by  the  complex 

>  The  Great  Society.  A  Psycholocioal  Analysis.  By  Graham  Wallas.  New 
York.  The  MacmiUan  Company,  1014.     8**.  pp.  xii  +  394. 
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dispositions,  which  are  the  Greatest  Common  Measures 
of  human  nature,  than  by  the  elementary  dispositions, 
which  are  its  Least  Common  Measures  "  (p.  29). 

What,  then,  are  these  complex  dispositions  ?  Man 
"inherits  a  nature  .  .  .  containing  many  thousands 
of  dispositions  which  incline  him  to  react  in  various 
ways  to  appropriate  stimuli.  Many  of  these  disposi- 
tions should  be  left  rather  to  anatomy  and  physiology 
than  to  psychology.  The  psychological  dispositions 
may  be  divided  roughly  into  comparatively  simple 
facts  like  the  senses,  memory,  fatigue,  etc.,  and  the 
more  complex  facts  of  Instinct  and  Intelligence " 
(p.  56).  Human  nature  means  the  sum-total  of  the 
human  dispositions  (p.  22).  The  advantage  of  using 
this  term  is  that  it  enables  "  the  social  psychologist  to 
project  ...  all  his  facts  on  to  one  terminological 
plane  "  (p.  23).  Ordinary  language  makes  it  difficult 
to  combine  and  compare  sensations  (like  pain),  proc- 
esses (like  thinking),  and  emotions  (like  anger).  But 
combination  and  comparison  become  easy  when  we 
speak  simply  of  the  three  dispositions  to  feel  pain,  to 
reason,  and  to  become  angry. 

So  far  Mr.  WaUas's  "  dispositions  "  seem  to  coincide 
with  Mr.  Thomdike^s  "  capacities."  But  there  is  an 
importlBint  difference  between  the  concepts  of  human 
nature  developed  by  these  two  men.  Mr.  Wallas  pro- 
poses to  use  "  disposition  "  and  "  natm^  "  "  so  as  to 
exclude  the  acquired  elements."  On  this  view  a  man's 
nature,  or  any  one  of  his  dispositions,  becomes  ''  an 
imaginary  point,  from  which  the  effects  of  experience  are 
assumed  to  start "  (p.  23). 

Now  this  proposal,  at  least  when  made  with  reference 
to  the  complex  dispositions,  seems  to  me  to  involve  a 
serious  error.  How  can  patriotism,  or  ambition,  which 
Mr.  Wallas  cites  as  among  '^  the  facts  of  human  nature 
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which  are  of  greatest  importance  to  the  social  psycholo- 
gist (p.  32),  be  regarded  as  dispositions  free  from 
acquired  elements  ?  Indeed;  can  any  complex  dis- 
position consist  wholly  of  unlearned  elements  ?  Mr. 
Wallas  himself  says  that  '^  dispositions  which  seem, 
when  considered  by  themselves,  to  be  homogeneous, 
are  found,  when  examined  in  relation  to  their  stimuli,  to 
consist  •  of  many  independently  varying  tendencies  " 
(p.  60).  Is  the  combination  among  these  original 
tendencies  itself  original  ?  If  Thomdike  is  right,  we 
must  say  no.  A  man's  action  in  going  upstairs  to  get 
boracic  powder  to  put  on  his  burnt  finger  may,  as  Mr. 
Wallas  says,  "  be  treated  either  as  the  result  of  many 
elementary  dispositions  to  perceive,  to  remember,  to 
decide,  etc. ;  or  as  the  result  of  a  single  complex  disposi- 
tion to  search,  with  the  help  both  of  the  senses  and  the 
memory,  for  means  of  relieving  pain  "  (p.  28).  But 
certainly  when  it  is  treated  in  the  latter  way  "  disposi- 
tion "  is  not  used  "  so  as  to  exclude  .  .  .  acquired 
elements." 

Mr.  Wallas  would  meet  this  criticism,  I  think,  by 
ui^g  that  while  in  all  behavior  controlled  by  complex 
dispositions  numerous  acquired  elements  are  con- 
spicuous (pp.  23,  38,  45  note,  65,  etc.),  he  is  abstracting 
from  these  acquired  elements  and  dealing  with  the  naked 
propensities  which  remain.  What  we  fear,  love,  and 
acquire  depends  upon  the  material  provided  by  our 
several  experiences,  and  our  propensities  in  these  direc- 
tions are  themselves  modified  in  the  course  of  exercise; 
but  none  the  less  we  get  these  propensities  by  inheri- 
tance, not  from  experience,  and  upon  finding  appro- 
priate stimuli  for  tjheir  exercise  much  of  our  happiness 
depends.  Tried  by  Mr.  Thomdike's  searching  analysis, 
however,  the  residuum  of  truth  in  this  answer  would  be 
small.     Apart  from  all  experience,  we  do  tend  to  fear. 
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to  love,  and  to  acquire  certain  particular  things  under 
certain  particular  circumstances;  but  what  these  partic- 
ular things  and  particular  circumstances  are  is  not 
perfectly  known.  The  fears,  the  loves,  the  acquisitive- 
ness which  are  great  social  forces,  which  really  do  con- 
cern the  social  psychologist,  are  not  these  naked  original 
propensities;  but  these  propensities  made  over  and 
standardized  by  contact  from  the  days  of  our  births 
with  other  people,  who  got  their  dispositions  in  question 
by  a  similar  indissoluble  fusion  of  nature  and  nurture 
at  the  hands  of  their  predecessors. 

The  issue  involved  here  is  not,  I  think,  purely  verbal. 
Every  oue  who  does  not  consider,  indeed  every  one  who 
does  not  emphasize  the  fact  that  the  human  nature  of 
each  generation  of  men  is  determined  chiefly  by  its 
nurture  at  the  hands  of  the  preceding  generation  misses 
the  most  potent  single  factor  in  social  psychology. 
"  Man  is  bom,"  says  Mr.  Wallas,  "  with  a  set  of  dis- 
positions related,  clumsily  enough  but  still  intelligibly, 
to  the  world  of  tropical  or  sub-tropical  wood  and  cave 
which  he  inhabited  during  millions  of  years  of  slow 
evolution,  and  whose  main  characteristics  changed 
little  over  vast  periods  of  time  "  (p.  64).  If  that  were 
the  full  story  of  the  human  nature  with  which  we 
become  citizens  of  the  Great  Society,  our  plight  would 
be  bad  indeed.  But  it  is  not  the  full  story.  Perhaps 
we  have  no  original  capacities  which  the  cave  man  had 
not;  but  before  we  start  in  school,  still  more  before  we 
begin  to  earn  our  livings  and  to  vote,  our  numberless 
unlearned  capacities  have  grown  into  certain  more  or 
less  stereotyped  combinations  utterly  different  from  the 
combinations  of  the  cave  man.  It  still  remains  true 
that  ''  neither  our  instinctive  nor  our  intelligent  dis- 
positions [even  as  thus  made  over]  find  it  easy  to  dis- 
cover their  most  useful  stimuli "  in  the  Great  Society 
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(p.  65).  But  happily  the  disharmony  is  not  that  be- 
tween the  original  instincts  of  cave  men  and  the  require- 
ments of  civilization.  It  is  the  disharmony  between  the 
requirements  of  the  Great  Society  and  a  human  nature 
composed  of  cave  man  elements  combined  with  one 
another  in  definite  forms  derived  from  generations  of 
farmers,  handicraftsmen,  and  petty  shopkeepers. 

Did  Mr.  Wallas  adhere  strictly  to  his  proposal  of 
treating  complex  dispositions  as  free  from  all  acquired 
elements  his  analjrsis  would  contribute  little  to  our 
understanding  of  present  social  problems.  Happily  he 
forgets  his  proposal  almost  as  soon  as  he  makes  it,  and 
proceeds  to  analyze  the  complex  dispositions  of  greatest 
social  import  in  the  forms  in  which  they  manifest 
themselves  today. 

A  particularly  admirable  feature  of  this  analysis  is  the 
treatment  of  the  relations  between  Instinct  and  Intelli- 
gence (chapter  III).  McDougall  in  his  Social  Psychology 
(p.  44)  advanced  the  view  that  intelligence  is  but  a 
complex  apparatus  for  finding  ways  and  means  toward 
the  ends  which  are  set  by  instinct.  Mr.  Wallas,  on  the 
contrary,  holds  "  that  we  are  bom  with  a  tendency, 
under  appropriate  conditions,  to  think,  which  is  as 
original  and  independent  as  our  tendency,  under  appro- 
priate conditions,  to  run  away  "  (p.  43).  Here,  of 
course,  Mr.  Wallas  and  Mr.  Thomdike  are  at  one. 

There  follows  a  series  of  chapters  (V  to  IX)  discussing 
the  efforts  to  establish  a  system  of  social  psychology 
upon  the  basis  of  a  single  disposition,  or  of  two  or  three 
dispositions  at  the  most.  The  leading  doctrines  treated 
are  the  habit  philosophy  of  Sir  Henry  Maine  and  others, 
the  fear  philosophy  of  Hobbes,  the  pleasure-pain  philos- 
ophy of  Bentham,  the  psychology  of  the  crowd  based 
upon  imitation,  sympathy  and  suggestion  by  Bagehot, 
Tarde  and  their  disciples,  the  social  psychology  of  love 
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oflfered  by  Comte  and  less  definitely  by  later  writers, 
and  finally,  the  doctrine  of  ineradicable  national  hatred 
proclaimed  by  contemporary  militarists.  Nowhere 
else  in  anything  like  the  same  compafis  can  be  found  so 
fan:  and  so  pregnant  an  account  of  efforts  to  discover  the 
psychological  principles  by  which  social  behavior  is 
determined.  Of  especial  interest  to  economists  is  the 
remarkably  fresh  treatment  of  Bentham's  hedonism. 

The  result  of  this  review  is  "  to  prove  that  as  the 
scale  of  social  organization  extends,  the  merely  instinc- 
tive guidance  of  Fear,  or  Love,  or  Pleasure,  or  Habit, 
becomes  more  and  more  unsafe;  and  that  not  only  is  a 
clearer  consciousness  of  his  actions  and  a  stronger 
habit  of  forecasting  their  results  needed  by  the  ordinary 
man,  but  also  that  Thought  in  the  great  sense,  the 
long-continued  concentration  of  the  professed  Thinker 
in  which  new  knowledge  is  made  available  for  the 
guidance  of  human  life,  is  required  as  it  has  never  been 
required  before  "  (p.  191). 

Hence  the  great  practical  issue  for  modem  society  is 
whether  our  thinking  about  social  problems  can  be 
made  more  effective.  Mr.  Wallas  accepts  the  evidence 
of  psychologists  that  we  cannot  control  the  movement 
of  thought;  but  he  contends  that  we  can  control  the 
material  circumstances  necessary  for  thought,  the 
mental  attitudes  which  are  favorable  to  thought,  and 
our  relations  to  the  subject  matter  of  thought.  These 
relations  include,  besides  logic  in  the  narrow  sense,  our 
use  of  memory  and  record,  and  our  standardizing  of  the 
facts  about  which  we  think  by  the  use  of  money  values, 
commercial  grading  of  conmiodities,  and  the  like. 
Keen  and  wise  as  is  the  discussion,  its  chief  service  is  to 
define  "  the  dominant  intellectual  problem  of  the  Great 
Society."  This  problem  "  may  be  gummed  up  in  the 
statement  that  he  who  thinks  about  the  civilized  world 
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is  now  compelled  either  to  standardize  it  in  shifting 
Memory  and  abstract  Record,  and  so  think  erroneously 
about  it,  or  to  attempt  to  standardize  it  in  fact,  and  so, 
perhaps,  destroy  the  only  conditions  of  life  in  which 
man  is  fitted  to  find  the  satisfaction  of  his  nature  " 
(p.  222).  About  the  practical  solution  of  this  problem 
Mr.  Wallas  is  inclined  to  be  optimistic,  on  the  ground 
that  ''  both  the  development  of  more  delicate  logical 
methods  and  the  accumulation  of  recorded  observations 
are,  in  fact,  now  making  deliberate  Thought  about 
mankind  less  inexact  and  misleading  than  at  any  other 
point  in  history  "  (p.  240). 

Having  examined  the  "  facts  of  human  psychology 
with  the  purpose  of  discovering  how  they  can  be  adapted 
to  the  needs  of  the  Great  Society  "  in  Part  I  of  his  book, 
Mr.  Wallas  proceeds  in  Part  II  to  "  examine  existing 
forms  of  organization  in  the  Great  Society  with  the  pur- 
pose of  discovering  how  far  they  can  be  improved  by  a 
closer  adaptation  to  the  facts  of  human  psychology  " 
(p.  249).  Into  this  field  I  shall  not  follow  him,  because 
his  task  here  is  less  to  develop  than  to  apply  social 
psychology.  Suffice  it  to  say  that  the  discussion  con- 
cerns a  number  of  biu*ning  current  issues :  the  efficiency 
of  government  by  parliament,  cabinet,  and  civil  service; 
the  relations  between  business  managers  and  share- 
holders; individualism,  socialism,  and  syndicalism;  the 
eflfect  of  ^'  scientific  management "  upon  the  happine  s 
of  workers;  women's  suffrage,  and  the  balance  betweesn 
liberty  and  compulsion  most  conducive  to  social  wel- 
fare. Any  one  who  doubts  the  helpfulness  of  looking  at 
such  issues  from  the  psychological  viewpoint  will  be 
rapidly  converted  to  faith  if  he  will  entrust  himself  for  a 
few  hours  to  Mr.  Wallas'  wise  leading. 
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IV 

In  an  article  published  in  the  American  Journal  of 
Sociology  in  September,  1898,  Professor  Veblen  intro- 
duced into  psychological  discussion  a  new  instinct, 
which  he  christened  the  instinct  of  workmanship.  Both 
Mr.  Parmelee  and  Mr.  Thomdike  discuss  this  article, 
but  doubt  the  genuineness  of  the  alleged  instinct. 
The  former,  misinterpreting  it  as  simply  '^  the  tendency 
to  work,"  decides  that  it  is  "  very  far  from  being  a  dis- 
tinct instinct,"  because  it  "  is  very  complex  in  its 
character  and  causes."  ^  Mr.  Thomdike  likewise  holds 
that  this  propensity  as  "  the  gifted  economist  Veblen  " 
defines  it,  is  '^  a  complex  of  several  sets  of  original 
connections  and  of  their  guidance  by  material  and 
human  surroimdings."  ^  But  while  thus  breaking  the 
allied  instinct  up  into  several  original  elements,  he 
pronounces  that,  "  Such  a  tendency  singly  comes  to 
exist  in  very  many  men  under  the  ordinary  circiun- 
stances  of  life,  and  may  properly  be  used  in  economics 
as  a  postulate." ' 

Thus  Mr.  Veblen's  long-awaited  volume  upon  The 
Instinct  of  Workmanship  ^  encounters  the  preliminary 
objection  that  its  very  title  in  a  misnomer  and  its  fun- 
damental thesis  is  an  error.  But  Mr.  Veblen  is  prepared 
for  such  criticism.  He  admits  that  the  concept  of 
instinct  has  disintegrated  in  the  biological  sciences  since 
these  sciences  have  begun  a  search  for  the  irreducible 

■  The  Sdenoe  of  Human  Behavior,  p.  252. 

*  Chief  amoDg  the  origiDal  ooxmeotione  he  mentiooe  the  tendendee  to  multifonn 
physical  and  mental  activity,  the  aatiofsdngneae  of  mental  control  and  of  human  ap- 
proval, and  the  annosraace  we  feel  at  being  thwarted  and  at  being  the  object  of  human 
contempt.  Among  the  environmental  guiding  factors  he  mentionB,  "  objecta  to  be 
duplicated,  ends  to  be  gained,  and  the  human  customs  of  approving  certain  products 
of  intdlect  or  skill  and  condemning  others.*' 

*  The  Oxignial  Nature  of  Man,  pp.  143,  144. 

*  The  Instinct  of  Workmanship  and  the  State  of  the  Industrial  Arts.  By  Thorstein 
Veblen.     New  York.  The  MacmiUan  Company.  1914.     8**.  pp.  is  +  365. 
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elements  that  go  to  make  up  behavior.  By  a  brilliant 
anticipation  of  .""^r.  Thomdike's  results,  he  points  out 
that  the  concept  would  disintegrate  in  psychology 
also,  if  it  undertook  a  similarly  searching  analysis  of  the 
mental  elements  in  himian  activity.  But  his  own  task 
is  neither  biological  investigation  nor  exhaustive 
psychological  analysis:  it  is  "  inquiry  into  the  nature 
and  causes  of  the  growth  of  institutions."  For  certain 
factors  of  unquestioned  importance  in  this  process  of 
institutional  growth,  he  thinks  that  "  no  better  designa- 
tion than  the  time-worn  '  instinct '  is  available  "  (pp. 
1-3). 

What  then  are  instincts  as  factors  in  the  evolution  of 
culture  ?  Mr.  Veblen  describes  them  as  "  innate  and 
.  persistent  propensities  of  hmnan  nature,"  constituted 
.'  by  the  "  composite  functional  groups  "  into  which  the 
"  simple  and  irreducible  psychological  elements  of 
human  natiu^  fall."  For  their  peculiar  pmposes  the 
social  sciences  are  warranted  in  handling  these  clusters 
of  quasi-tropismatic  impulses  as  themselves  "irreducible 
traits  of  himaan  nature."  For,  "  it  is  in  the  particular 
grouping  and  concatenation  of  these  ultimate  psycho- 
logical elements  into  characteristic  lines  of  interest  and 
propensity  that  the  nature  of  man  is  finally  to  be  dis- 
tinguished from  that  of  the  lower  flTiimals  "  (p.  3). 

Mr.  Veblen's  concept  of  instincts,  then,  as  "  com- 
posite functional  groups  "  into  which  the  "  simple  and 
irreducible  elements  of  human  nature  fall  "  seems  to  be 
nearly  identical  with  Mr.  Wallas's  concept  of  "  complex 
dispositions."  And  like  Mr.  Wallas,  but  unlike  Mr. 
Thomdike  and  Mr.  Parmelee,  he  lays  stress  upon  the 
functioning  rather  than  upon  the  structiu'e  of  instincts. 
Moreover  the  fimctioning  which  concerns  him  is  not  the 
early  manifestation  of  instincts  in  the  life  of  the  individ- 
ual, but  the  mature  role  which  instincts  play  in  social 
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life.  When  studied  from  this  viewpoint,  each  instinct 
is  found  to  propose  "  an  objective  end  of  endeavor ''; 
and  it  is  by  this  "  purpose  to  which  it  drives  "  that  we 
identify  a  given  instinct  and  distinguish  it  from  its 
brethren.  That  is,  "  Instinctive  action  is  teleological, 
consciously  so  "  (pp.  3,  4).  Hence  "  all  instinctive 
action  is  intelligent  in  some  degree.  That  is  what 
marks  it  off  from  the  tropisms  and  takes  it  out  of  the 
category  of  automatism"  (p.  31).  "When  instinct 
enjoins  little  else  than  the  end  of  endeavor,  leaving  the 
sequence  of  acts  by  which  this  end  is  to  be  approached 
somewhat  a  matter  of  open  alternatives,  the  share  of 
reflection,  discretion,  and  deUberate  adaptation  will  be 
correspondingly  large  "  (p.  38).  In  short  "  for  present 
use,  [instinct]  denotes  the  conscious  pursuit  of  an 
objective  end  which  the  instinct  in  question  makes 
worth  while  "  (p.  5). 

Now  instincts  as  they  function  '^  in  the  give  and  take 
of  cultural  growth,"  which  is  Veblen's  business,  differ 
from  instincts  as  parts  of  the  original  nature  of  man, 
which  is  Thomdike's  business,  and  from  instincts  as  a 
feature  in  the  evolution  of  the  nervous  system,  which  is 
Parmelee's  business.  It  is  confusing  to  have  the  same 
term  used  to  cover  these  three  concepts,  because  state- 
ments which  hold  true  of  one  concept  become  false 
when  another  concept  is  considered.  For  example, 
Mr.  Thomdike  protests  vigorously  against  teleological 
interpretations  of  instinct  (p.  15);  for,  by  original 
nature,  it  seems  clear  that  the  individual  does  not  at 
first  appreciate  the  ends  of  his  muscular  responses  to 
stimulating  situations.  But  it  seems  equally  clear  that 
in  the  course  of  experience  man  does  find  out  what  his 
ends  are,  so  that,  as  factors  in  social  life,  the  instincts 
become  consciously  teleological,  as  Veblen  says  they 
are.     Again,  as  preformed  connections  between  certain 


Digitized  by  LjOOQ IC 


22  QUARTERLY  JOURNAL  OP  ECONOMICS 

neurones  the  instincts  are  doubtless  highly  specific,  as 
Mr.  Parmelee  holds;  but  in  the  course  of  experience  so 
many  new  connections  are  formed  among  the  neurones 
that  the  common  run  of  instincts  lose  their  putative 
sharpness  of  outline  and  take  on  that  "  vagueness  or 
generality  "  which  Veblen,  the  student  of  culture,  finds 
characteristic  of  them  (p.  13).  Thus,  by  taking  con- 
siderable pains  to  remember  just  what  concept  each  of 
our  three  writers  has  in  mind,  the  reader  can  reconcile 
their  seemingly  inconsistent  statements.  As  future 
discussions  increase  our  knowledge  of  these  entities,  we 
shall  probably  agree  upon  appropriate  terms  for  dis- 
criminating among  them.  Mr.  Wallas's  adoption  of 
the  term  "  complex  dispositions  "  is  a  step  in  this 
direction.  But,  as  matters  stand,  we  can  scarcely 
chide  Mr.  Veblen  for  not  entitling  his  book  "  The  Com- 
plex Disposition  of  Workmanship." 

There  is  one  point,  however,  at  which  we  may  fairly 
ask  Mr.  Veblen  to  modify  his  language.  Just  as  Mr. 
Wallas  seems  mistaken  in  saying  that  complex  disposi- 
tions (in  his  usage)  are  free  from  acquired  elements,  so 
Mr.  Veblen  seems  mistaken  in  saying  that  instincts  (in 
his  usage)  are  ''  hereditary  traits."  In  making  this 
statement  I  suspect  that  he  has  momentarily  reverted 
from  his  own  meaning  of  instinct  to  Mr.  Thomdike's 
meaning.  As  parts  of  the  original  nature  of  man, 
instincts  are  inherited;  but  instincts  ''  as  they  take 
effect  in  the  give  and  take  of  cultural  growth  "  have 
important  acquired  elements  in  addition  to  the  elements 
which  are  inherited.  Perhaps  Mr.  Veblen's  explana- 
tory clause,  that  instincts  are  inherited  "  as  spiritual 
traits  emerging  from  a  certain  concurrence  of  physiolog- 
ical unit  characters  "  is  a  sufficient  defense  against 
this  criticism.  But  Mr.  Veblen  would  surely  admit 
that  certain  characteristics  of  instincts  on  which  he 
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lays  stress  —  their  consciously  teleological  quality,  their 
infusion  by  inteUigence  —  emerge  from  experience. 
Doubtless,  these  characteristics  could  never  appear 
unless  the  capacity  to  develop  them  were  inherited;  but 
the  same  remark  holds  true  of  every  acquisition  of 
man  —  for  example,  his  knowledge  of  this  year's 
fashions.  Mr.  Veblen's  statement  as  it  stands  contains, 
as  he  remarks  in  a  different  connection,  ''  rather  a 
modicum  of  truth  than  an  inclusive  presentation  of  the 
facts  relevant  to  the  case  "  (p.  115). 

Himoan  natiue  to  Mr.  Veblen,  then,  is  essentially 
"  the  complement  of  instinctive  dispositions."  This 
complement  fluctuates  widely  from  one  individual  to 
another,  and  these  fluctuations  are  particularly  marked 
among  such  hybrids  as  are  practically  all  individuals 
among  the  peoples  of  the  Western  culture.  "  Yet,  even 
through  these  hybrid  populations  there  runs  a  generi- 
cally  human  type  of  spiritual  endowment,  prevalent  as 
a  general  average  of  hiunan  natiue  ''  (p.  15).  And  this 
''  typical  hiunan  endowment  of  instincts  "  is  conceived 
to  have  ''  been  transmitted  intact  from  the  beginning 
of  humanity,  .  .  .  except  so  far  as  subsequent  muta- 
tions have  given  rise  to  new  racial  stocks  "  (p.  18). 
Such  differences  of  racial  endowment  are  not  consider- 
able, but  "  a  sUght  bias  of  this  kind,  distinctive  of  any 
given  race,  may  come  to  have  decisive  weight  when  it 
works  out  cumulatively  through  a  system  of  institu- 
tions ..."  (p.  24). 

Among  all  the  instincts  with  which  man  is  endowed, 
Mr.  Veblen  ascribes  the  highest  survival  value  to  the 
instinct  of  workmanship.  For  the  primary  factor  in 
deciding  which  shall  survive  among  competing  racial 
stocks  is  ''  their  relative  fitness  to  meet  the  material 
requisites  of  life  "  (p.  17).  And  '^  chief  among  those 
instinctive  dispositions  that  conduce  directly  to  the 
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material  well-being  of  the  race  ...  is  perhaps  the 
instinctive  .  .  .  sense  of  workmanship."  Its  primacy 
is  disputed  only  by  the  closely-related  "  parental  bent '' 
(p.  25). 

The  instinct  of  workmanship  is  "  an  animus  for 
economy  and  efl&ciency  "  (p.  27).  "  Efl&cient  use  of  the 
means  at  hand  and  adequate  management  of  the  re- 
sources available  for  the  purposes  of  life  is  itself  an  end 
of  endeavor,  and  accomplishment  of  this  kind  is  a  source 
of  gratification  "  (pp.  31,  32).  This  instinct  is  pecul- 
iar in  that  it  is  an  auxiliary  to  all  the  other  instincts, 
rather  than  an  independent  force.  "  The  generality 
of  instinctive  dispositions  prompt  simply  to  the  direct 
and  unambiguous  attainment  of  their  specific  ends  " 
(p.  32).  But  the  fimctional  content  of  the  instinct  of 
workmanship  "  is  serviceability  for  the  ends  of  life," 
and  these  ends  are  '^  at  least  in  the  main,  appointed  and 
made  worth  while  by  the  various  other  instinctive 
dispositions  "  (p.  31).  "  The  best  .  .  .  outcome  of 
this  disposition  is  not  had  under  stress  of  great  excite- 
ment or  under  extreme  urgency  from  any  of  the  instinc- 
tive propensities  .  .  .  whose  ends  it  serves  "  (p.  33). 
It  does  "  not  conmionly  run  to  passionate  excess,"  and 
"  yields  groimd  somewhat  readily  "  when  brought  into 
competition  with  ''  more  elemental  instinctive  propensi- 
ties "  (p.  34).  It  is  also  readily  bent  in  various  direc- 
tions, according  "  as  one  or  another  of  the  instinctive 
dispositions  is  predominant  in  the  community's  scheme 
of  life  "  (p.  35).  "  The  grave  importance  that  attaches 
to  it  is  a  matter  of  its  ubiquitous  subservience  to  the 
ends  of  life,  and  not  a  matter  of  vehemence  "  (p.  34). 

As  the  instincts  constitute  the  first  great  factor  in 
culture,  so  modifications  of  instinctive  behavior  through 
intelligence  and  habits  constitute  the  second.  Tho 
secondary  in  origin,  these  modifications  attain  decisive 
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importance  because  they  are  cumulative.  They  are 
passed  on  from  generation  to  generation  and  each 
acquired  element  may  become  the  basis  of  new  acquisi- 
tions. Of  this  nature  are  usages,  customs,  conventions, 
preconceptions,  canons  of  conduct,  bodies  of  knowl- 
edge including  the  customary  scheme  of  technology 
upon  which  workmanship  proceeds  (pp.  6,  7,  38,  39). 

Now  the  great  problems  of  cultural  history  arise  from 
the  fact  that  while  "  the  typical  human  endowment  of 
instincts  "  changes  but  Uttle,  "  the  habitual  elements  of 
human  life  change  unremittingly  and  ciunulatively '' 
(p.  18).  Conflicts  are  thus  frequently  produced 
between  the  stable  instincts  and  the  evolving  institu- 
tions. When  institutional  changes  affect  materially 
the  ways  and  means  by  which  a  race  gets  its  Uving,  the 
crucial  question  arises  whether  its  instincts  will  enable 
it  to  employ  the  new  means  and  to  Uve  under  the  new 
institutions  which  its  own  progress  has  created  (p.  35). 
There  is,  of  course,  no  possibility  of  solving  such  a 
problem  by  changing  the  instincts.  The  only  way  to 
restore  harmony  is  to  readjust  the  scheme  of  institu- 
tions. The  possibility  of  making  such  readjustments 
is  primarily  determined  by  the  driving  force  among  the 
people  in  question  of  those  instincts  which  make  for 
material  welfare  —  above  all  the  sense  of  workmanship 
and  the  parental  bent  — and  the  resisting  force  of  insti- 
tutional bonds.  "...  History  records,"  says  Mr.  Veb- 
len,  '*  more  frequent  and  more  spectacular  instances 
of  the  triimiph  of  imbecile  institutions  over  life  and 
culture  than  of  peoples  who  have  by  force  of  instinctive 
ins^ht  saved  themselves  alive  out  of  a  desperately 
precarious  institutional  situation,  such,  for  instance,  as 
now  faces  the  peoples  of  Christendom  "  (p.  25). 

With  these  elements  in  cultural  development  in 
mind,  Mr.  Veblen  proceeds  to  sketch  the  role  played  by 
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the  instinct  of  workmanship  from  the  stone  age  to  the 
twentieth  century. 

The  slow  advance  of  technology  among  savage 
peoples  he  ascribes  in  part  to  the  customary  rule  of  the 
elders  and  the  associated  habits  of  mind  which  establish 
a  degree  of  tabu  upon  innovation.  But  more  obstruc- 
tive still  is  ''  the  self-contamination  of  the  sense  of 
workmanship  "  (p.  52).  Animism  in  its  origin  is  "  the 
naive  imputation  of  a  workmanlike  propensity  in  the 
observed  facts."  Now  such  an  imputation  is  radically 
misleading  in  attempts  to  work  inorganic  matter,  but 
much  less  so  in  dealings  with  plants  and  animals. 
Hence  the  savage  makes  vastly  better  progress  with 
agriculture  and  domesticating  animals  than  with  stone- 
working  and  the  like.  This  keen  suggestion  Mr. 
Veblen  supports  by  an  impressive  body  of  evidence. 
Even  the  one  conspicuous  case  which  seems  to  count 
against  his  thesis  —  the  skill  of  the  Eskimo  in  working 
bone,  skin,  sinews,  etc.  —  might  perhaps  be  converted 
into  additional  support  if  skilfully  construed. 

The  chief  factor  in  weakening  these  obstacles  and 
so  in  promoting  technological  advance  Mr.  Veblen 
finds  in  the  appearance  of  three  new  mutant  races,  — 
the  three  racial  stocks  of  which  the  European  popula- 
tions and  their  offshoots  are  still  mainly  compounded. 
Of  these  races  the  latest  —  the  doUcho-blond  —  ap- 
peared during  the  early  neolithic  period.  Now  these 
new  races,  perhaps,  in  most  eminent  degree  the  doUcho- 
blond,  were  characterized  by  an  endowment  of  instincts 
among  which  the  sense  of  workmanship,  the  parental 
bent,  and  those  dispositions  which  constitute  the ''  spirit 
of  enterprise  "  were  relatively  more  powerful  than  the 
like  propensities  had  been  among  the  earlier  races. 
Hence  the  tabu  upon  innovation  counted  for  less  among 
these  mutants  than  among  their  forerunners.     More- 
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over,  the  new  races  had  the  great  advantage  of  coming 
into  a  world  where  considerable  progress  had  abeady 
been  achieved  in  the  material  arts  of  life.  They  could 
and  did  borrow  freely  the  achievements  of  the  older 
races;  for  the  archaeological  evidence  from  neolithic 
thnes  supports  the  view  that  life  was  fairly  peaceable, 
and  that  not  a  Uttle  trading  was  carried  on.  Now 
when  things  are  borrowed  most  of  their  magical  halo  is 
lost  in  transit,  so  that  they  can  be  turned  to  use  by  their 
new  owners  in  a  much  more  matter-of-fact  fashion  than 
by  their  old  owners.  Hence  the  contamination  of 
workmanship  by  its  self-begotten  animism  counted  for 
less  among  the  new  races,  and  mechanical  efficiency  had 
freer  play. 

Savage  life  presents  a  sort  of  archaic  communism. 
But  the  slow  technological  advance  which  may  take 
place  gradually  causes  free  workmanship  to  be  super- 
seded by  a  pecxmiary  control  of  industry.  For  when 
technological  advance  has  produced  an  appreciable 
resort  to  indirect  methods  of  production  and  an  accu- 
mulation of  wealth  beyond  the  current  necessaries  of 
subsistence,  there  develops  slowly  the  epoch-making 
institution  of  ownership.  With  an  accimiulation  of 
wealth  comes  also  a  stronger  inducement  to  aggression, 
hence  a  marked  increase  of  fighting,  and  hence  the 
advent  of  the  war  chief.  Ownership  comes  to  vest 
largely  in  the  war  leaders,  so  that  rights  of  ownership 
blend  with  notions  of  mastery.  This  development  of 
predatory  institutions,  initiated  by  technological  ad- 
vance, reacts  most  imfavorably  upon  the  instinct  of 
workmanship.  Interest  is  shifted  from  the  fulness  of 
life  of  the  conunxmity  and  centers  in  the  wariike  glory 
of  the  tribe,  its  leaders,  and  its  god.  The  fullest 
development  of  this  type  of  culture  is  found  among  the 
pastoral  peoples  of  the  east,  whose  gifts  enabled  them 
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to  make  great  conquests,  but  whose  inattention  to  the 
basic  arts  of  life  involved  their  wide  empires  in  inglorious 
collapse. 

That  the  Western  peoples  have  been  able  to  make 
more  consistent  progress  than  the  Eastern  pastoralists 
arises  from  the  fact  that  among  them  the  predatory 
phase  of  the  pecuniary  culture  gave  way  sooner  to  the 
commercial  phase.  "  Owing,  probably,  to  the  peculiar 
topography  of  Europe,  small-scale  and  broken,  the 
pastoral-predatory  culture  has  never  been  fully  de- 
veloped or  naturalized  in  this  region,  nor  has  a  monarchy 
of  the  great  type  characteristic  of  western  Asia  ever  run 
its  course  in  Europe  "  (p.  231).  Not  that  the  Euro- 
peans kept  the  peace;  but,  since  the  close  of  the  Dark 
Ages  at  least,  war  has  not  precluded  a  pertinacious 
pursuit  of  the  arts  of  subsistence  among  them.  Their 
pecxmiary  organization,  indeed,  was  by  no  means  wholly 
favorable  to  the  progress  of  technology;  for  it  led  to  a 
conventional  disesteem  of  labor,  to  conspicuous  waste, 
to  conflict  instead  of  harmony  of  individual  interests, 
and  it  brought  the  matter-of-fact  knowledge  on  which 
technical  progress  depends  into  disrepute  among  the 
well-to-do  and  left  the  workers  no  appreciable  leisure  or 
energy  for  indulging  idle  curiosity.  Still,  this  phase  of 
culture  permitted  the  rise  of  the  business-like  "  middle 
classes  "  —  and  these  classes  had  at  least  a  business 
interest  in  the  progress  of  the  arts. 

From  this  point  onward,  Mr.  Veblen  is  dealing  with 
materials  which  are  more  familiar  to  economists.  But, 
as  ever,  he  looks  at  familiar  facts  from  a  strange  angle. 
What  interests  him  in  the  era  of  handicraft  is  that  the 
instinct  of  workmanship  comes  to  the  fore  again,  but 
is  again  self-contaminated  ''  in  the  way  of  an  anthro- 
pomorphic interpretation  that  construes  the  facts  of 
experience  in  terms  of  a  craftsmanlike  bent "  (p.  242). 
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To  this  self-contamination  Mr.  Veblen  traces  the 
broadly  characteristic  features  of  early  modern  sciences. 
Under  the  daily  discipUne  of  the  handicraft  system 
material  science  rose  out  of  scholasticism  to  the  con- 
ception of  the  Creator  as  the  Master  Craftsman  who 
made  a  beneficent  Order  of  Nature.  It  was  the  business 
of  science  to  discover  the  Laws  of  this  Natural  Order. 

Despite  this  warping  of  the  sense  of  workmanship, 
technology  progressed  rather  rapidly  under  the  handi- 
craft system,  and  this  progress  was  the  primary  factor 
in  producing  the  salient  features  of  present  day  culture, 
—  capitalism  and  the  machine  process.  More  elaborate 
industrial  equipment  increased  the  pecuniary  require- 
ments of  business  and  threw  the  discretionary  control  of 
industry  into  the  hands  of  the  moneyed  men.  On  the 
spiritual  side,  also,  the  handicraft  system  paved  the 
way  for  capitalism;  for  capitalism  rests  on  a  legal  and 
customary  basis  of  Natural  Rights,  which  is  a  derivative 
of  the  beneficent  Order  of  Nature  made  by  the  Great 
Artificer.  What  Mr.  Veblen  says  on  these  topics  in 
his  concluding  chapters  may  be  passed  over,  partly 
because  many  of  the  fascinating  ideas  there  developed 
at  length  have  been  briefly  suggested  in  his  earlier 
publications  (especially  the  Theory  of  Business  Enter- 
prise), partly  because  much  the  same  materials  are 
treated  in  the  next  book  on  my  Ust. 


Mr.  Sombart's  latest  book,  Der  Bourgeois,^  is  a 
popular  version  of  Der  Modeme  KapitalismuSy  issued 
ad  interim  while  the  new  edition  for  the  use  of  scholars 
is  coming  out  in  parts.     While,  as  has  been  said,  it 

1  Der  BovncMU.  Zur  GdstMgesehiohte  des  xnodernen  WirtaohAftaiiensoheii. 
Von  WecikBr  Sombcrt.  MQnehen  und  Ldpsic,  Dunoker  und  Humblot,  1913.  8^,  pp. 
wi+640. 


Digitized  by  LjOOQIC 


30  QUARTERLY  JOURNAL  OP  ECONOMICS 

covers  much  the  same  period  as  Veblen's  later  chapters, 
the  method  of  treatment  is  very  different.  Veblen 
assmnes  in  his  reader  a  knowledge  of  the  substantial 
facts,  and  as  his  own  contribution  indicates  the  causal 
connections  between  the  broad  features  in  the  process 
of  cultural  growth.  His  is  a  book  of  interpretations 
written  by  one  with  a  genius  for  taking  the  cosmic 
point  of  view.  When  he  cites  a  fact  it  is  for  pmposes 
of  illustration  —  not  for  purposes  of  giving  information 
or  proving  his  theories.  These  theories  rest  on  a  wide 
and  curious  range  of  learning,  which  few  of  us  command, 
so  that  most  of  us  accept  or  reject  them  on  groimds  of 
preconceptions  rather  than  on  grounds  of  evidence. 
Mr.  Sombart  has  somewhat  the  same  penchant  for 
interpreting  economic  history;  but  he  also  likes  to 
write  it.  His  text  is  fidl  of  diverting  details,  it  is  supple- 
mented by  long  pages  of  learned  notes,  it  tells  the 
reader  what  the  facts  were  besides  setting  these  facts 
in  what  he  conceives  to  be  the  clearest  perspective.  If 
we  do  not  agree  with  his  conclusions,  he  tells  us  where 
to  look  for  proof. 

Unlike  Veblen  again,  and  unlike  Wallas  also,  Som- 
bart has  little  to  say  about  the  structure  and  the 
functioning  of  human  natiu^  at  large.  None  the  less, 
his  writings  are  distinctly  contributions  to  social  psy- 
chology. For  the  central  feature  of  economic  history 
to  him  is  ''  Geistesgeschichte."  Capitalism,  for  in- 
stance, means  to  him  a  definite  and  peculiar  complex  of 
habits  of  thought  and  action.  His  task  is  to  show  how 
this  complex  has  been  gradually  evolved  within  the 
West-European  culture  (p.  9). 

According  to  Mr.  Sombart,  the  capitalistic  spirit  is  a 
hybrid,  bred  by  crossing  the  spirit  of  business  enter- 
prise upon  the  burgher  spirit.  Each  of  these  parents 
in  turn  is  made  up  of  various  elements:  business  enter- 
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prise  is  a  synthesis  of  avariciousnessy  adventuronsness, 
inventiveness,  and  much  besides;  while  the  burgher 
spirit  is  compounded  of  industry,  thrift,  honesty,  and 
rational  calculation  (pp.  24,  194,  236).  The  first  part 
of  the  book,  over  which  I  shall  pass  rapidly,  tells  how 
this  hybrid  was  produced  historically;  the  second  part 
tells  why  social  evolution  took  this  particular  direction. 

Lust  for  gold  manifested  itself  early  among  the 
European  peoples,  as  the  Sagas  show.  But  the  idea  of 
making  money  by  regular  economic  activity  developed 
late.  Highway  robbery  and  piracy,  magic  and  alchemy, 
scheming  projects  of  all  sorts,  usury,  gambling  and 
speculation  scarcely  differing  from  gambling,  were 
much  more  '^  natural "  ways  of  seeking  treasure,  and 
all  were  practised  on  a  grand  scale  before  capitalism 
arose.  Meantime  certain  qualities  indispensable  to  the 
capitalist  enterprises  were  being  developed  in  other 
than  business  activities.  In  war,  in  the  management 
of  lands,  in  the  administration  of  state  and  church 
there  was  scope  for  inventiveness,  capacity  for  organiza- 
tion, and  capacity  for  managing  men  without  compul- 
fflon  by  appealing  to  their  interests. 

As  for  the  burgher  spirit,  Mr.  Sombart  shows  that 
the  worldly  virtues  of  industry,  thrift,  and  honesty 
have  been  inculcated  in  much  the  same  fashion  by  a 
long  line  of  popular  moralists  from  Alberti  in  the  fif- 
teenth century  to  Benjamin  Franklin  in  the  eighteenth. 
The  other  chief  constituent  of  this  spirit,  rational  cal- 
culation, made  notable  advances  through  the  rise  of 
book-keeping  and  its  fruition  in  accoimtancy. 

Th^re  follows  an  interesting  series  of  chapters  sketch- 
ing the  rise  and  frequently  the  decline  of  capitalism  in 
Italy,  Spain,  France,  Germany,  Holland,  England,  and 
America.  But,  while  he  is  concerned  to  insist  upon  the 
continuity  of  the  development  from  mediaeval  Florence 
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to  contemporary  New  York,  Mr.  Sombart  shows  that 
there  are  marked  differences  between  the  early  bour- 
geois and  the  bourgeois  of  today.  The  fundamental 
difference  is  this:  in  all  the  thinking  and  scheming  of 
the  old-fashioned  bourgeois,  the  weal  and  woe  of  living 
men  was  the  foremost  consideration,  whereas  in  modem 
business  the  center  of  interest  is  profits  and  the  pros- 
perity of  the  business  enterprise  as  such  (pp.  195  and 
217). 

With  this  historical  material  in  hand,  Mr.  Sombart 
now  asks:  How  did  the  capitalistic  attitude  arise  in  the 
minds  of  men  ?  He  answers:  this  attitude  is  partly  a 
matter  of  instinct,  partly  a  matter  of  character,  partly 
a  matter  of  knowledge.  The  bourgeois  got  his  instinc- 
tive capacities  by  inheritance,  his  character  by  training, 
his  knowledge  by  instruction. 

Sombart's  account  of  the  instinctive  capacities  which 
are  the  fimdamental  basis  of  the  bourgeois'  attitude  is 
perhaps  the  least  satisfactory  part  of  his  book.  He 
assiunes  that  all  the  phenomena  of  the  capitalistic 
spirit  may  be  traced  back  to  certain  inherited  "  dis- 
positions." These  dispositions  appear  to  be  numerous, 
but  no  attempt  is  made  to  define  them  beyond  the 
insertion  of  some  rather  obvious  comments  upon  the 
qualities  exhibited  by  "  enterpriser  natures  "  and  by 
"  burgher  natures  "  —  qualities  like  cleverness,  decision, 
deficiency  of  feeling  as  compared  with  intellect  and  will. 
Of  course,  the  true  bourgeois  is  bom  with  both  these 
natures.  Nor  is  Sombart's  dealing  with  difference  of 
racial  endowments  impressive.  Races  mean  to  him 
not  the  racial  tjrpes  which  modern  anthropologists  have 
found  to  exist  among  the  populations  of  Europe,  but  the 
various  races  of  which  history  tells.  Among  these 
races  he  regards  the  Celts  and  certain  Germanic  tribes, 
particularly  the  Goths,  as  deficient  in  native  gifts  for 
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capitalistic  activity.  Hence  in  large  part  the  back- 
wardness in  business  of  the  Scottish  Highlanders,  the 
Irish,  the  French,  the  Spaniards  and  the  Portuguese.^ 
The  peoples  highly  endowed  with  capitalistic  disposi- 
tions are  the  Romans,  Normans,  Lombards,  Saxons, 
and  Franks,  whom  he  groups  together  as  '^  hero- 
peoples,"  and  the  "trading-peoples,*'  the  Etruscans 
(largely  represented  in  Florence),  the  Friesians  (who 
settled  Holland  and  the  lowlands  of  Scotland),  and  the 
Jews. 

The  bourgeois  virtues  Mr.  Sombart  derives  chiefly 
from  religious  teaching,  altho  he  recognizes  that  certain 
classical  philosophers  exercised  an  influence.  Catholi- 
cism inculcated  from  the  start  the  burgher  virtues  of 
industry,  frugality  and  honesty;  it  insisted  upon  a 
rational  conduct  of  life  —  the  subjection  of  natural 
impulses  to  a  rule  of  reason  laid  down  by  the  church. 
And  the  Church  modified  her  teachings  to  keep  pace 
with  the  times.  From  the  fourteenth  century  onward 
her  writers  upon  ethics  manifested  a  clear  knowledge  of 
and  a  lively  sympathy  with  the  new  developments  in 
economic  life.  Poverty  as  an  ideal  disappeared  from 
her  teachings  to  the  laity.  Nor  were  men  longer 
taught  to  remain  contentedly  in  that  station  of  life  in 
which  God  had  first  placed  them.  Even  the  prohibi- 
tion of  interest  was  given  a  form  positively  favorable  to 
the  rise  of  capitalism.  Investments  and  loans  were 
sharply  contrasted,  the  former  were  heartily  approved, 
the  latter  as  heartily  condemned.  That  is,  every  one 
was  encouraged  to  take  his  share  in  the  management  and 
risks  of  business,  and  discouraged  only  from  living  in 
idleness  and  security  upon  the  fruits  of  other  men's 
labors. 

>  la  speftking  of  the  Irish,  Mr.  Sombart  makeB  an  amnring  blunder:  "  even  in  the 
wldrhrmd  of  American  borineeB  life  thejr  have  preserved  their  eomfortable  quiet  in 
biiBB  meaeure,  preferring  to  save  themaelvea  from  the  turmoil  in  the  quiet  lutfbor  of  a 
PoStieal  office  "  p.  270. 
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Protestantism  threatened  at  first  to  obstruct  the  rise 
of  business  enterprise.  Every  intensification  of  relig- 
ious feeling  tends  to  make  men  indifferent  to  worldly 
wealth.  In  addition  Lutheranism  was  characterized  by  a 
reactionary  preference  for  the  simple  life  of  the  peasant 
and  craftsman,  while  Calvinism  developed  a  similarly 
reactionary  exaltation  of  poverty,  and  in  its  Puritan 
strains  filled  the  week  so  fidl  of  religious  exercises  as  to 
leave  scant  time  for  an  ''  excess  of  worldly  cases  and 
business."  If  the  Protestant  churches  did  not  dam  the 
rising  tide  of  capitalism,  then,  it  must  have  been  be- 
cause in  their  own  despite  other  elements  in  their 
teaching  favored  the  bourgeois  attitude  toward  life. 
Of  these  elements  the  chief  was  a  passionate  insistence 
upon  the  necessity  of  holding  the  fleshly  lusts  in  sub- 
jection, of  practising  the  burgher  virtues  which  Thomas 
Acquinas  had  praised.  Idleness,  sensuality,  amuse- 
ments of  all  sorts,  extravagance,  and  artistic  interests 
were  condenmed  in  the  interests  of  the  soul;  but  the 
condemnation  proved  also  to  be  in  the  interests  of  the 
pocket  book. 

Judaism,  finally,  was  even  more  favorable  to  the 
business  life  than  Catholicism.  It  never  inculcated  the 
ideal  of  poverty,  it  was  even  more  thoro  than  Cathol- 
icism in  its  teaching  of  rationalism,  it  went  as  far  as 
Puritanism  in  checking  artistic  interests.  But  the 
great  impetus  which  Judaism  gave  to  the  rise  of  busi- 
ness habits  came  from  the  distinction  which  it  drew 
between  the  lawful  treatment  of  Jews  and  Gentiles. 
From  a  co-religionist  the  Jew  could  not  lawfully  take 
interest  or  lawfully  exact  more  than  the  '^  justum  pre- 
tiiun."  But  from  a  Gentile  he  could  with  a  clear  con- 
science do  both.  In  his  dealings  with  the  latter  he 
was  free  to  develop  business  morality  of  the  modem 
sort. 
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Besides  these  biological  and  moral  sources  of  the 
capitalistic  spirit,  Mr.  Sombart  discusses  the  social  cir- 
cumstances from  which  it  is  in  part  derived.  (1)  Of 
the  various  ways  in  which  the  state  is  held  to  have 
hindered  or  helped  the  economic  transformation,  one 
only  is  likely  to  be  overlooked  by  other  students  — 
namely,  state  poUcy  toward  heretics.  SirWilliam  Petty's 
remark,  "  Trade  is  not  fixed  to  any  species  of  Religion 
as  such;  but  rather  ...  to  the  Heterodox  part  of  the 
whole/'  seems  to  have  been  a  just  generahzation.  Mr. 
Sombart  thinks  that  there  was  a  correlation  between 
heterodoxy  and  inherited  capitalistic  aptitudes;  but  he 
also  suggests  that  for  people  cut  off  in  large  measure 
from  participation  in  the  social  and  political  life  of  the 
country  there  was  little  left  save  inmiersion  in  business 
interests.  (2)  For  similar  biological  and  social  reasons 
he  regards  emigration  as  highly  favorable  to  capitalism. 
The  immigrant  must  work  of  necessity  in  his  new  home, 
and  there  he  can  work  with  less  interference  from  tra- 
dition than  in  his  old  home.  Hence  the  large  number  of 
advances  scored  by  immigrants  both  in  business  organ- 
ization and  industrial  technique.  (3)  The  inrush  of 
Peruvian  silver  and  Brazilian  gold  was  a  factor  of  first- 
rate  importance,  in  that  it  hastened  the  development 
of  the  money  economy,  intensified  the  desire  for  wealth, 
and  spread  the  fever  of  speculation.  (4)  Improvements 
in  industrial  technique  made  a  similar  appeal  to  the 
business  imagination.  They  also  nourished  other 
traits  characteristic  of  the  bourgeois:  rationality, 
interest  in  the  means  rather  than  the  ends  of  life, 
imbecile  delight  in  what  is  called  ''  progress,"  but 
might  better  be  called  acceleration.  Perhaps  still  more 
important  were  the  indirect  influences  of  invention 
upon  capitalism  —  especially,  the  increase  of  population 
which  it  made  possible.     (5)  The  economic  activities  of 
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the  pre-capitalistic  era  —  particularly  trade,  above  all 
foreign  trade  and  money  lending  —  of  course  offered  an 
elementary  training  in  bourgeois  habits  of  mind. 
Finally,  capitalism,  once  bom,  had  a  cxmiulative 
growth:  the  institution  nourished  the  spirit  from  which 
it  sprang.  The  rationality  of  business  methods  be- 
came more  perfect,  the  "  system  "  became  more  and 
more  independent  of  the  men  who  ran  it,  competitive 
conditions  forced  a  ceaseless  expansion  in  the  size  of 
enteirprises,  an  ever  more  exacting  attention  to  details, 
an  ever  faster  pace  in  the  operation  of  machinery,  an 
ever  shorter  period  of  "  turn  over."  So  completely  has 
the  capitalistic  spirit  possessed  its  victims  that  sane  and 
able  men  spend  their  whole  lives  and  prematurely 
exhaust  their  whole  energy  as  slaves  of  business,  not 
from  a  sense  of  duty,  not  as  yielding  to  a  necessary  evil, 
but  with  enthusiastic  devotion  to  what  they  love  best. 
As  may  be  judged  from  the  preceding  outline,  Mr. 
Sombart's  work  is  a  cross  between  economic  history  and 
sociology.  One  thinks  of  him  as  a  bom  theorist, 
remaining  such  notwithstanding  prolonged  training  as 
an  historian.  Doubtless  he  has  the  defects  as  well  as 
the  qualities  of  this  combination.  The  social  psycholo- 
gists assert  that  his  analysis  of  mental  evolution  is 
crude;  the  historians  assert  that  his  details  are  often 
wrong.  Like  a  sociologist  dipping  into  history  he  often 
bases  a  congenial  generalization  upon  scanty  evidence. 
Like  a  man  of  docxmients  dipping  into  theory  he  often 
gives  the  formal  pedigree  of  an  idea,  when  what  is 
needed  is  an  explanation  of  the  conditions  which  gave 
wide  currency  to  a  habit  of  thought.  Probably  much 
of  his  work  will  have  to  be  done  over  again.  But  frfter 
all  deductions  have  been  made,  it  may  well  prove  tme 
that  Mr.  Sombart  has  contributed  more  to  the  progress 
of  economics  than  any  German  of  his  generation. 
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Schmoller's  great  effort  to  produce  economic  science 
according  to  the  specifications  of  the  historical  school 
achieved  little  more  than  the  mechanical  juxtaposition 
of  sections  of  economic  history  and  sections  of  conven- 
tional economic  theory.  Sombart  has  come  much 
nearer  the  goal  of  blending  these  two  elements  m  such  a 
fashion  as  to  explain  at  once  the  current  working  and 
the  cimiulative  changing  of  economic  processes. 


VI 

Mr.  Walter  Lippmann  ^  is  a  disciple  of  Mr.  Graham 
Wallas,  and  to  him  Mr.  Wallas  has  dedicated  The  Great 
Society  in  a  charming  note.  Like  his  master  Mr.  lipp- 
mann has  had  first-hand,  tho  briefer,  experience  of 
politics,  like  his  master  he  has  turned  to  psychology  for 
a  key  to  its  riddles,  and  like  his  master,  he  '^  writes 
with  the  practical  purpose  of  bringing  the  knowledge 
which  has  been  accumulated  by  psychologists  into 
touch  with  the  actual  problems  of  present  civilized 
life."  To  this  end  he  has  given  his  book  a  popular  form, 
chosen  illustrations  that  are  strictly  up-to-date,  talked 
freely  about  the  politicians  who  are  conspicuously 
before  the  public,  and  cultivated  a  style  full  of  joiumal- 
istic  "  snap." 

Mr.  lippmann's  chief  conscious  difference  from  his 
master  concerns  a  psychological  issue.  In  his  opinion, 
"  Mr.  WaUas  works  with  a  psychology  that  is  fairly 
well  superseded  "  (p.  84).  Mr.  Lippmann  adheres  to 
the  "  Freudian  School."  Unfortunately,  he  has  not 
attempted  to  justify  either  his  doubt  of  the  psychology 
on  which  Mr.  Wallas  depends,  or  his  faith  in  the 
methods  of  Freud.      Perhaps  this  omission  does  not 

>  A  Preface  to  Politics.  By  Walter  Lippmann.  New  York,  Mitchell  Kennerly. 
1013.     8*.  pp.  xiv  +  818. 
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detract  seriously  from  the  popular  appeal  of  his  book, 
but  it  leaves  his  superstructure  resting  upon  a  founda- 
tion of  faith  rather  than  a  foundation  of  knowledge. 
As  he  himself  says,  not  even  the  disciples  of  the  Freudian 
school  "  would  claim  that  it  had  brought  knowledge  to 
a  point  where  politics  could  use  it  in  any  very  deep  or 
comprehensive  way  "  (p.  84). 

Conscious  of  this  weakness  in  his  position,  Mr.  Lipp- 
mann  meets  it  by  contending  that  the  way  to  achieve 
more  certain  knowledge  is  to  apply  what  insight  into 
human  nature  we  already  possess  to  oiu*  dealings  with 
practical  problems.  If  we  asstmie  the  experimental 
attitude  toward  life,  "  every  mistake  will  contribute 
toward  knowledge "  (p.  107).  "  ...  to  suppose 
that  the  remedy  lies  in  waiting  for  monographs  from  the 
research  of  the  laboratory  is  to  have  lost  a  sense  of  the 
rhythm  of  actual  affairs.  That  is  not  the  way  things 
come  about;  we  grow  into  a  new  point  of  view;  only 
afterwards,  in  looking  back,  do  we  see  the  landmarks 
of  our  progress  "  (p.  86).  *'  In  other  words,  we  must 
put  man  at  the  center  of  politics,  even  tho  we  are 
intensely  ignorant  of  men  and  of  politics.  This  has 
always  been  the  method  of  great  political  thinkers  from 
Plato  to  Bentham.  But  one  difference  we  in  this  age 
must  note:  they  made  their  political  man  a  dogma  — 
we  must  leave  him  an  hypothesis  "  (p.  106). 

Mr.  Veblen  has  an  eerie  detachment  from  current 
political  issues  that  is  as  disconcerting  to  most  readers 
as  Mr.  lippmann's  immersion  in  them  is  comfortably 
natural.  Nevertheless,  Mr.  Lippmann's  view  of  the 
fundamental  issue  in  present  politics  is  best  formulated 
in  The  Instinct  of  Workmanship.  Most  peoples  that 
have  had  a  long  history,  Mr.  Veblen  remarks,  "  have 
from  time  to  time  been  brought  up  against  an  imperative 
call  to  revise  their  scheme  of  institutions  in  the  light  of 
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their  native  instincts  "  (p.  24).  Mr.  lippmann  sees 
America  in  this  plight  today.  The  chief  task  of  state- 
craft ''  is  the  invention  of  forms  and  institutions  which 
satisfy  the  inner  needs  of  mankind  "  (p.  86).  The 
chief  error  of  most  reform  projects  is  that  they  try  to 
preserve  the  institutions  by  placing  tabus  on  the 
instincts.  The  chief  hope  of  real  reform  lies  in  modify- 
ing the  institutions  so  that  the  instincts  may  work  to 
good  ends. 

It  is  vain  to  forbid  the  existence  of  evil  by  law. 
Himian  desires  cannot  be  eradicated:  ''  the  impulses, 
cravings  and  wants  of  men  must  be  employed.  You 
can  employ  them  well  or  ill,  but  you  must  employ 
them  "  (p.  46).  To  employ  them  well  you  must  find 
what  William  James  called  the  "  moral  equivalent " 
for  evil.  "  Instead  of  tabooing  our  impulses,  we  must 
redirect  them.  Instead  of  trying  to  crush  badness  we 
must  turn  the  power  behind  it  to  good  account.  The 
assumption  is  that  every  lust  is  capable  of  some  civilized 
expression  "  (pp.  49, 50). 

This  assumption  is  justified  by  the  Freudian  doctrine 
of  "  sublimation."  The  Freudian  psychologists  "  have 
brought  forward  a  wealth  of  material  which  gives  us 
every  reason  to  believe  that  the  theory  of  '  moral 
equivalents '  is  soundly  based,  that  much  the  same 
energies  produce  crime  and  civilization,  art,  vice, 
insanity,  love,  lust,  and  religion.  In  each  individual 
the  original  differences  are  small.  Training  and 
opportunity  decide  in  the  main  how  men's  lust  shall 
emerge.  Left  to  themselves,  or  ignorantly  tabooed, 
they  break  forth  in  some  barbaric  or  morbid  form. 
Only  by  supplying  our  passions  with  civilized  interests 
can  we  escape  their  destructive  force  "  (p.  51). 

But  how  is  "  the  creative  politician,"  seeking  ''  good 
substitutes  for  the  bad  things  we  want "  (p.  83),  to 
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know  good  from  bad  ?  To  ask  that  naive  question  in 
the  expectation  of  getting  an  answer  is  to  imply  that 
"  somebody  has  done  the  world's  thinking  once  and  for 
all "  (p.  205).  The  truth  is  that  social  philosophies, 
with  all  their  airs  of  finality,  are  today  and  alwajrs  have 
been  the  servants  of  men's  purposes,  not  valid  state- 
ments of  the  ultimate  end  of  endeavor.  '^  We  find 
reasons  for  what  we  want  to  do  "  (p.  213). 

Accordingly,  ''  Statesmanship  cannot  rest  upon  the 
good  sense  of  its  program.  It  must  find  popular  feel- 
ing, organize  it,  and  make  that  the  motive  power  of 
government"  (p.  220).  How  this  is  done  we  learn 
from  Sorel's  doctrine  of  the  "  social  myth."  "  We  in 
the  midst  of  oiu*  science  and  oiu*  rationalism  are  still 
making  myths  "  —  mjrths  which  "  convey  an  impulse, 
not  a  program,"  which  "  embody  the  motor  currents  in 
social  life  "  (p.  230).  We  can  see  that  the  creeds  of 
the  past  were  such  dynamic  myths;  so  also  are  the 
creeds  of  the  present;  so  will  be  —  and  so  should  be  — 
the  creeds  of  the  future.  What  we  need  now  is  the 
myth  that  will  put  most  energy  into  our  efforts  at  social 
reconstruction,  that  will  emphasize  the  devising,  adapt- 
ing, constructing  faculties.  Perhaps  the  best  mjrth  for 
this  purpose  is  '^  that  society  is  made  by  man  for  man's 
uses,  that  reforms  are  inventions  to  be  applied  when  by 
experiment  they  show  their  civilizii^  value  "  (p.  243). 

Such  is  the  burden  of  Mr.  Lippmann's  message.  To 
feel  its  full  force,  one  should  see  what  effective  use  Mr. 
Lippmann  can  make  of  it  as  a  basis  for  criticizing  notions 
familiar  to  us  all.  Peculiarly  penetrating  is  his  incisive 
dealing  with  the  Chicago  Vice  Report  in  chapters  V  and 
VI.  But  what  concerns  us  here  is  the  theoretical  bear- 
ings of  these  eaaays  on  current  politics. 

Broadly  speaking,  Mr.  Lippmann  accepts  and  applies 
the  same  general  conception  of  human  nature  and  social 
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institutionSy  of  the  relations  between  man's  inherited 
capacities  and  acquired  aptitudes  as  Thomdike,  Wallas, 
and  Veblen.  Indeed,  I  do  not  see  that  the  two  osten- 
sibly fresh  elements  which  Mr.  Lippmann  introduces 
into  the  discussion  give  him  any  advantage  over  the 
preceding  writers.  He  uses  the  Freudian  psychology 
as  a  basis  for  the  theory  of  '^  sublimation/'  —  the 
theory  that  instinctive  impulses  may  give  rise  either  to 
good  or  to  evil  actions  according  to  the  points  on  which 
the  individual's  interests  are  focussed.  Had  The  Orig- 
inal Nature  of  Man  been  published  before  Mr.  lipp- 
mann wrote,  he  might  have  learned  this  fact  from  Mr. 
Thomdike  in  a  less  sensational  but  probably  more 
accurate  form  than  from  Dr.  Freud.  Similarly,  the 
element  of  truth  in  the  theory  of  social  myths  which  he 
borrows  from  Sorel  he  might  have  learned  in  less  para- 
doxical but  more  general  form  from  Veblen's  paper  on 
"  The  Place  of  Science  in  Modem  CiviUzation,"  ^  even 
before  The  Instinct  of  Workmanship  appeared. 

VII 

As  a  theorist,  Mr.  Walling  has  few  rivals  within  the 
Socialist  movement.  He  has  too  wide  a  knowledge  of 
economic  processes  and  too  much  analytical  insight  to 
remain  an  orthodox  Marxian.  He  has  also  too  honest  a 
temper  to  preach  a  creed  which  he  thinks  needs  revision, 
and  he  has  too  constructive  a  bent  to  be  content  with 
negative  criticism.  Within  the  last  three  years  he  has 
published  three  books  which  form  the  most  considerable 
contribution  to  socialist  theory  yet  made  in  America. 
Of  these  books  the  first  two  were  devoted  largely  to  keen 
criticism  of  contemporary  socialist  doctrines  and  cur- 
rent reform  movements.*     The  present  volume  —  Pro- 


I  Jounud  of  Sooiolossr.  Mareh,  1906. 
*  SoeMiiam  As  It  Is,  and  The  Latver  Aspeots  of  Sooialism.      The  MMmilUn  Com- 
puy.     New  Yoik.  1012  and  1013. 
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gressivism  and  After  —  makes  a  wider  appeal.^  It  is  a 
smous  effort  to  think  out  the  future  developments  of 
the  political  movements  which  seem  to  possess  the 
greatest  vitality  at  present:  an  effort,  in  other  words, 
to  forecast  the  changes  in  social  organization  which  may 
be  expected  to  occur  within  the  next  generation. 

In  brief,  Mr.  Walling  thinks  the  proximate  future 
belongs  to  three  parties:  the  Progressives,  the  Labor 
Party,  and  the  Socialists.  The  Progressives,  now  on 
the  point  of  achieving  political  control,  will  establish  a 
form  of  State  Capitalism.  Under  this  regime  the  Labor 
Party,  dominated  by  the  aristocracy  of  labor,  will 
gradually  acquire  the  balance  of  power  and  convert 
State  Capitalism  into  State  Socialism.  Then,  after  a 
time,  the  Socialist  Party,  representing  the  laboring 
masses,  will  come  into  its  own  and  be  able  to  set  up  a 
truly  Socialistic  State.  This  whole  series  of  transforma- 
tions will  probably  occur  within  the  next  quarter 
century  (p.  xxxii).  It  is  this  last  prophecy  —  that 
many  of  us  in  middle  life  will  see  the  inauguration  of 
socialism  —  which  lends  an  almost  sensational  interest 
to  Mr.  Walling's  analysis  and  gives  a  personal  tang  to 
our  cmiosity  about  the  grounds  on  which  it  rests. 

Progressivism  means  to  Mr.  Walling  not  only  the 
''movement  led  by  Mr.  Roosevelt,  but  also  that  led  by 
President  Wilson.  In  England  it  is  known  as  the 
Liberal  Party;  in  Australia,  Germany,  France,  and 
Italy  it  exists  under  various  names.  But  everywhere 
the  gist  of  the  movement  is  the  same:  an  effort  on  the 
part  of  small  capitalists  to  check  what  they  regard  as 
the  abuses  of  large  capitalists.  The  measures  now  in 
process  of  enactment  toward  this  end  are  primarily 
governmental  regulation  of  "  Big  Business,"  the  imposi- 

>  Procnorivinn  and  After.  By  WOliam  English  Wallinc.  New  York.  The  Mao- 
miUan  Company,  1914.     8^,  pp.  xzzv  +  486. 
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tion  of  super-taxes  on  large  incomes,  and  the  like.  But 
the  policy  is  bound  to  develop  in  the  direction  of  a 
thorogoing  scientific  reorganization  of  industry  by 
government.  There  is  a  limit,  however,  beyond  which 
these  reforms  will  not  go  so  long  as  the  mass  of  business 
men,  farmers,  and  professional  people  remain  in  control. 
Those  reforms  will  be  adopted  which  pay  the  small 
capitalist  interests,  and  those  only.  Among  such 
reforms  will  be  government  ownership  of  monopolies, 
of  fimdamental  industries  like  the  railways,  and  of  the 
large-scale  industries  providing  consumers'  necessities 
(for  the  small  capitalists  are  keenly  concerned  to  keep 
down  the  cost  of  living).  State  Capitalism  will  also 
secure  the  "  conservation  of  labor  **  as  the  most  impor- 
tant of  natural  resources.  It  will  go  in  for  "  scientific 
management,"  minimum  wages,  industrial  schooling, 
housing  reform,  mothers'  pensions,  and  the  like.  In  all 
this  the  government  will  regard  laborers  as  machines  in 
which  enormous  siuns  can  be  profitably  invested;  but 
it  is  misleading  to  call  this  approaching  regime  "  the 
Servile  State  "  as  Belloc  has  done,  for  one  of  the  points 
about  which  scientific  management  will  become  per- 
fectly clear  is  that  laborers  are  after  all  hmnan  machines 
and  work  most  efficiently  when  they  have  a  large 
measure  of  freedom.  Accordingly,  the  masses  will  be 
not  only  much  better  off,  but  also  much  freer  under 
State  Capitalism  than  they  are  at  present,  —  their  gains 
will  not  be  allowed  to  trench  upon  profits,  that  is  all. 

It  is  partly  through  this  extension  of  democracy  that 
State  Capitalism  will  be  gradually  transformed  into 
State  Socialism.  All  the  non-capitalist  classes  will  be 
striving  for  power,  and  the  aristocracy  of  labor  will  hold 
a  strat^c  position  between  the  masses  and  the  ruUng 
class.  Organized  in  the  Labor  Party  they  will  utilize 
this  position,  not  to  introduce  genuine  socialism,  but 
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to  gain  special  privileges  for  themselves.  Their 
triumph  will  be  hastened  by  recruits  from  the  small- 
capitalist  class.  For  State  Capitalism  will  favor  an 
increase  in  the  number  of  independent  business  men,  but 
will  not  be  able  to  prevent  an  increase  of  insolvencies, 
and  the  bankrupts  will  favor  a  state  guarantee  of  in- 
comes rather  than  a  precarious  dependence  upon  profits. 
In  agriculture,  also,  State  Capitalism  will  be  compelled 
by  its  interest  in  cheap  food  to  discourage  inefficient 
farmers.  In  its  own  despite,  it  will  drive  many  unsuc- 
cessful farmers  into  the  arms  of  the  Labor  Party. 

When  these  changes  have  put  the  Labor  Party  into 
power,  it  will  seek  to  entrench  the  position  of  the  priv- 
ileged wage-  and  salary-earners  who  make  its  dominant 
factor.  It  will  abolish  the  rule  of  capitalists  in  govern- 
ment and  industry,  it  will  extend  the  list  of  publicly- 
operated  enterprises  materially,  it  will  nourish  the 
laboring  masses  still  more  carefully,  it  will  leave  only 
one  special  privilege  standing.  But  that  one  is  '^  the 
greatest  of  inequalities  and  the  worst  injustice"  — 
namely,  practical  exclusion  of  the  children  of  the  masses 
from  the  expensive  training  needed  to  share  in  the  work 
and  the  advantages  of  the  aristocracy  of  labor  (p.  193). 

We  can  abeady  see  the  beginnings  of  that  contest 
within  the  ranks  of  labor  between  the  unskilled  and  the 
skilled  which  is  destined  to  become  the  central  issue  of 
politics  under  State  Socialism.  And  this  contest  can 
have  no  other  outcome  than  complete  democracy  — 
which  by  that  time  will  mean  genuinely  equal  educa- 
tional opportunities  for  the  children  of  all  classes.  For 
the  more  scientific  becomes  the  organization  of  industry, 
the  more  damage  can  the  unsatisfied  masses  do  by 
practising  sabotage  and  callii^  intermittent  mass 
strikes.  The  more  equal  becomes  the  distribution  of 
wealth,  the  less  will  the  ruling  class  have  to  fear  from 
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the  final  step.  The  more  society  experiments  with  the 
advantages  of  training  the  talented  children  of  wage- 
earners,  the  higher  will  it  rate  the  prospective  advan- 
tages of  granting  even  the  children  of  the  unskilled  all 
the  education  by  which  they  can  profit. 

Now  this  is  no  place  to  argue  the  plausibility  of  Mr. 
Walling's  forecast  at  large;  but  it  is  the  place  to  con- 
sider the  concept  of  hiunan  nature  on  which  it  rests. 
The  reader  must  have  noticed  both  that  this  concept  is 
very  different  from  that  held  by  Thomdike,  Wallas, 
Veblen,  Sombart  and  Lippmann,  and  that  it  is  very 
like  the  concept  impUcitly  held  by  most  economic 
theorists.  For  Mr.  Walling's  expectations  are  tacitly 
based  on  the  assmnption  that  the  factor  controlling 
political  behavior  today  and  tomorrow  is  a  clear  appre- 
hension of  economic  self-interest  and  a  firm  determina- 
tion to  follow  it.  Indeed,  Mr.  Walling's  fimdamental 
amendment  of  orthodox  Marxism  carries  economic 
determinism  further  than  most  socialists  will  go.  He 
smashes  the  romantic  notion  of  working-class  solidarity 
by  appljring  the  ''  economic  and  class  interpretation 
...  to  the  constituent  elements  of  the  Socialist  Party  " 
(p.  240).  Quite  in  the  spirit  of  the  classical  economists, 
he  makes  place  in  his  system  for  only  one  set  of  limita- 
tions upon  the  pursuit  of  economic  self-interest  —  the 
limitations  of  ignorance;  and  he  holds  that  even  these 
limitations  will  decline  rapidly  as  education  extends.  He 
imputes  to  the  unskilled  laboring  masses  of  the  future  a 
mobility  greater  than  that  imputed  by  Ricardo  to  capital 
(p.  296).  Even  so  sentimental  a  matter  as  patriotism 
gets  reduced  in  his  analysis  to  business  elements  (chapter 
XV).*    In  fact,  the  only  set  of  people  in  Mr.  Walling's 

1  One  sentenee  might  be  oonatnied  to  me«i  flomething  different  from  eoonomio 
detennmism:  '*  when  we  lode  for  the  motive  behind  the  political  act  and  ita  immediate 
guiding  ininciple  we  find  with  Wella  (in  has  New  Maoohiavdli)  that  it  is  prompted  '  by 
intereala  and  habita,  not  ideas.'  '*     Of  oourae  in  poyohology  **  intereeta  **  meana  some- 
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book  who  are  not  guided  by  enlightened  self-interest  are 
the  members  of  the  present  Socialist  parties.  They  are 
not ''  as  well-informed  and  aggressive  in  defending  their 
interests  as  pxure  democracy  and  Socialism  require.  .  .  . 
And  so  the  Party  machinery  is  used  almost  as  much  to 
bring  the  Party  to  follow  its  leaders,  who  follow  the 
non-Socialist  public,  as  it  is  used  to  persuade  the  non- 
Socialist  public  to  follow  the  Party  "  (p.  221). 

It  is  a  suggestive  fact  that  Mr.  Walling  has  a  long  and 
intimate  acquaintance  with  the  doings  of  the  Socialist 
party  in  America.  If  he  could  know  as  weU  the  Pro- 
gressives, the  conservative  wings  of  the  Republican  and 
Democratic  Parties,  the  Labor  Party,  and  the  Socialists 
of  the  future,  would  he  not  find  that  they  too  lack 
clearness  of  vision  and  singleness  of  purpose  ?  His 
brother  socialist,  Mr.  Lippmann,  says  shortly,  "  No 
genuine  politician  ever  treats  his  constituents  as  rea- 
soning animals."  ^  If  our  social  psychologists  are  not 
wholly  mistaken,  we  may  add:  No  political  theorist 
should  treat  human  beings  as  calculating  machines. 

In  short,  I  think  Mr.  Walling's  book  is  an  excellent 
piece  of  "  pure  theory."  But ''  pure  theory  "  is  an  even 
more  fallible  guide  to  what  we  may  expect  from 
political  evolution  than  to  what  we  may  expect  from 
business  activities. 

VIII 

"  There  can  be  no  question,"  wrote  a  distinguished 
psychologist  in  1909,  "  that  the  lack  of  practical 
recognition  of  psychology  by  the  workers  in  the  social 
sciences  has. been  in  the  main  due  to  its  deficiencies. 
.  .  .     The  department  of  psychology  that  is  of  primary 

thing  very  different  from  what  it  means  in  eoonomios.  But  I  fear  Mr.  Walling  confused 
the  two  meanings  for  a  moment.  Judging  from  the  book  as  a  whole, "  interests  '*  means 
material  advantages. 

>  A  Preface  to  PoUtios,  p.  217. 
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importance  for  the  social  sciences  is  that  which  deals 
with  the  springs  of  human  action,  the  impulses  and 
motives  that  sustain  mental  and  bodily  activity  and 
regulate  conduct;  and  this,  of  all  the  departments  of 
psychology,  is  the  one  that  has  remained  in  the  most 
backward  state,  in  which  the  greatest  obscmity, 
vagueness,  and  confusion  still  reign."  ^ 

Happily,  the  preceding  reviews  justify  the  beUef  that 
this  situation  is  changing  for  the  better.  For  Parmelee 
and  Thomdike,  Wallas,  Veblen,  and  lippmann,  even 
in  a  measure  Sombart  and  Walling,  are  endeavoring  to 
explain  how  men  cuA.  Studies  of  tropisms,  reflexes, 
instincts,  and  intelligence;  of  the  relations  between  an 
iadividual's  original  and  acquired  capacities;  of  the 
cultural  roles  played  by  racial  endowments  and  social 
institutions  are  vastly  more  significant  for  economics 
than  classifications  of  conscious  states,  investigations  of 
the  special  senses,  and  disquisitions  on  the  relations 
between  soul  and  body. 

It  was  because  hedonism  offered  a  theory  of  how  men 
act  that  it  exercised  so  potent  an  influence  upon  eco- 
nomics. It  is  because  they  are  developing  a  sounder 
type  of  functional  psychology  that  we  may  hope  both 
to  profit  by  and  to  share  in  the  work  of  contemporary 
psychologists.  But  in  embracing  this  opportimity 
economics  will  assume  a  new  character.  It  will  cease 
to  be  a  system  of  pecuniary  logic,  a  mechanical  study  of 
static  equilibria  under  non-existent  conditions,  and 
become  a  science  of  human  behavior. 

Wesley  C.  Mitchell. 

€k)LnfBiA  Univebsitt. 

1  W.  McDoucaU,  An  Introduotioo  to  Social  Fsyoholossr*  pp.  2,  3. 
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The  peculiar  relation  of  Great  Britain  to  the  inter- 
national money  market  has  again  enabled  the  Bank  of 
England  to  accomplish  without  the  support  of  a  large 
gold  reserve  what  has  been  beyond  the  power  of  the 
great  state  banks  of  Europe  in  spite  of  unexampled 
gold  hoards.  The  Bank  of  England  alone  met  the 
catastrophes  of  August,  1914,  without  a  suspension  of 
specie  payments  and  without  availing  herself  of  emer- 
gency privileges.  A  greater  leniency  than  usual, 
supported  by  a  guarantee  from  the  Treasury,  in  regard 
to  the  character  of  the  bills  taken  over  from  the  outside 
market,  was  the  only  respect  in  which  she  departed 
from  her  usual  courses.  So  happy  a  result  may  be 
attributed  partly  to  an  obstinate,  conservative  coiu*age; 
but  chiefly  to  the  peculiar  position  of  Great  Britain  in 

>  In  an  article  published  in  the  Eoonomio  Journal,  September,  1914,  I  have  at- 
tempted to  deal  generally  with  the  finannial  situataon  in  England  during  the  first  month 
of  the  war.  In  this  artide  I  shall  treat  more  particularly  of  the  relations  of  the  City  to 
the  Bank  of  England. 

48 
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the  international  money  market^  referred  to  above.  A 
large  part  of  London's  difficulties,  however,  as  well  as 
her  strength,  arose,  as  we  shall  see,  out  of  this  same 
peculiarity. 

In  a  general  financial  crisis,  whether  due  to  war  or  not, 
there  are  two  separate  problems,  namely,  due  provision 
for  the  internal  currency  and  due  provision  for  external 
payments,  of  which  the  second  is  in  general  the  crucial 
one.  The  question  of  the  internal  currency  I  postpone 
for  the  moment.  It  is  the  position  of  Great  Britain  in 
respect  of  external  payments  in  case  of  sudden  emer- 
gency, which  is  peculiar.  This  is  a  conunonplace  of  the 
subject.  Great  Britain  is  a  creditor  nation,  not  only 
in  the  sense  that  she  has  large  permanent  foreign  invest- 
ments and  an  annual  balance  available  for  increasing 
them,  but  also  in  the  sense  that  she  habitually  loans  to 
foreign  centers  large  sums  of  money  which  are  repayable 
at  short  notice.  It  is  always  within  her  power,  therefore, 
by  refusing  to  renew  these  loans,  to  turn  the  immediate 
balance  of  indebtedness  in  her  favor.  The  central 
bank  of  a  country  which  in  this  second  sense  is  on  the 
whole  a  debtor  and  not  a  creditor,  must  clearly,  if  it  is  to 
be  certain  of  always  being  able  to  meet  international 
obligations  and  to  maintain  the  local  currency  at  parity, 
keep  a  much  larger  reserve  of  gold  than  a  country  which, 
even  if  it  is  temporarily  in  the  position  of  debtor,  can 
quickly  turn  roimd  and  become  creditor. 

All  this,  as  I  have  said,  is  a  commonplace.  It  has 
been  the  reason  and  justification  for  the  Bank  of  Eng- 
land's holding  one  of  the  smallest  gold  reserves  in 
Europe,  while  building  up  on  the  basis  of  it  the  largest 
volume  of  business. 

Broadly  speaking,  reasonable  anticipations  based  on 
this  have  been  borne  out  by  the  event.  For  the  first 
week  or  two  we  should  have  felt  somewhat  easier  in  our 
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minds  if  gold  reserves  had  been  a  little  larger;  but  this 
psychological  relief,  which  the  courage  of  the  Bank  was 
fortunately  able  to  do  without,  would  have  been  the 
extent  of  the  gain.  Thus  the  fears  of  many  former 
critics  regarding  the  low  level  of  London's  gold  reserves 
have  not,  on  the  whole,  proved  well-founded,  even  on  an 
occasion  when  the  whole  structure  of  her  financial 
system  has  received  a  blow  of  maximum  severity. 

This  then  is  the  first  salient  fact.  Within  a  week  of 
Austria's  declaring  war  against  Servia  (July  28,  1914), 
all  the  world  f oimd  themselves  owing  money  to  London. 
There  was  no  danger  that  any  country  would  be  able 
to  take  gold  from  the  Bank  of  England  in  appreciable 
amounts,  and  most  of  those  whose  central  bankii^ 
authorities  were  able  and  willing  to  release  gold  found 
themselves  under  the  necessity  of  remitting  it.  Altho 
some  authorities  are  reputed  to  have  believed  at  the 
outset  that  the  Bank  of  England  would  not  be  able  to 
avoid  a  suspension  of  specie  payments,  there  was  never 
any  reasonable  occasion  for  such  a  measure.  Whether 
it  is  wise  even  for  a  debtor  nation  to  suspend  specie 
payment,  so  long  as  any  substantial  quantity  of  gold  is 
left,  may  be  doubted.  That  it  is  not  the  comrse  for  a 
creditor  to  pursue,  is  certain.  It  did  not  take  long, 
therefore,  to  discover  that  the  Bank  of  England  was 
perfectly  free  from  this  particular  danger. 

II 

The  Bank's  difficulties  arose,  indeed,  from  an  opposite 
soxurce.  The  other  combatant  countries,  in  spite  of  the 
enormous  gold  reserves  which  they  had  laboriously 
accumulated,  suspended  specie  payments  immediately, 
desiring,  we  can  only  suppose  (imless  they  intend  to 
reverse  their  policy  later)  to  keep  something  in  hand 
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wherewith  to  pay  an  indemnity.  Brazil  and  Argentine, 
slow  to  learn  the  spirit  of  sound  currency,  soon  pro- 
hibited the  further  issue  of  gold  from  their  Offices  of 
Conversion.  Only  India,  South  Africa  and  the  United 
States  were  left,  at  the  same  time  possessing  much  gold 
and  prepared  to  part  with  it.  And  from  all  these 
countries  in  the  early  days  of  the  war  high  charges  for 
insurance  rendered  the  carriage  of  gold  by  sea  pro- 
hibitively expensive. 

This  state  of  affairs  was  met  by  the  Bank  in  a  bold 
and  striking  manner  by  opening  depositories  for  the 
receipt  of  gold  outside  Great  Britain.  At  Ottawa  and 
at  Johannesburg  the  authorities  of  the  Colonial  Govern- 
ments were  authorized  to  receive  gold  on  behalf  of  the 
Bank  of  England.  As  part  of  India's  gold  reserve  is 
held  in  London  (tho  quite  apart  from  the  Bank  of 
England's  reserve),  immediate  steps  of  this  kind  were 
in  her  case  imnecessary.  But  it  may  be  expected  that 
a  depository  will  be  opened  at  Bombay  if  it  is  required. 

Altho  it  has  not  been  explicitly  stated  that  gold 
received  at  these  depositories  is  included  in  the  weekly 
statement  of  the  Bank  of  England's  reserve,  there  is  no 
doubt  that  such  is  the  case.  The  Bank  Act  does  not 
prescribe  the  location  of  the  gold  in  the  Issue  Depart- 
ment. It  has  conunonly  been  the  practice  to  lodge 
large  quantities  at  the  Mint,  outside  the  Bank's  own 
walls.  Tho  the  opening  of  depositories  elsewhere 
within  the  British  Empire  constituted  an  unexpected 
extension  of  this  principle,  there  was  nothing  in  it,  I 
believe,  contrary  to  the  pre-existing  law. 

The  actual  figures  of  the  movement  of  gold  into  and 
out  of  Great  Britain  are  worth  notice.  On  July  22  the 
Bank  of  England  held  about  £40,000,000  in  gold,  — 
a  normal  amount.  On  July  29  about  £1,000,000  in 
sovereigns  was  taken  for  the  Continent,  on  July  30 
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another  £1,000,000  and  on  July  31  a  third  £1,000,000, 
chiefly  for  France.  On  August  7,  after  a  Bank  Holiday 
lasting  from  August  3  to  6,  £230,000  was  taken  for 
France.  This  ended  the  outward  movement,  and  the 
tide  turned  strongly  in  the  other  direction.  On  every 
single  day  for  the  rest  of  August  the  Bank  bought  gold, 
the  total  influx  from  August  7  to  the  end  of  the  month 
amoimting  to  the  considerable  sum  of  £18,500,000. 
Of  this  amoimt,  which,  as  I  have  said,  includes  the 
receipts  at  the  depositories,  £7,900,000  was  in  United 
States  gold  coin,  £7,200,000  in  bars,  £2,000,000  m 
sovereigns  from  the  Indian  Reserve  in  London,  and 
£1,400,000  from  South  America  (Argentine,  Brazil  and 
Uruguay).  Nothing  was  received  from  any  other 
source.  During  September  the  inward  flow  continued, 
tho  at  a  reduced  rate.  Up  to  September  19  a  fiurther 
amoimt  of  £5,400,000  had  been  received,  of  which 
£2,400,000  was  in  United  States  gold  coin  and  £3,000,- 
000  in  bars. 

Ill 

While  the  Bank  of  England's  gold  position  has  been 
on  the  whole  in  accordance  with  anticipations,  in  one 
very  important  respect  the  City  of  London  was  taken 
imawares,  —  tho,  in  the  light  of  what  has  happened,  it 
would  be  hard  to  maintain  that  events  have  followed 
an  unnatural  course.  From  this  all  our  chief  difficul- 
ties derived  their  origin.  No  one,  I  think,  had  put  to 
himself  beforehand,  with  sufficient  obstinacy  and 
scientific  curiosity,  the  questions,  —  what  will  happen 
if  on  a  very  large  scale  oxu*  foreign  creditors  cannot  pay  ? 
what  reactions  would  such  an  occurrence  exert  upon  the 
whole  of  our  internal  financial  system  7 

This,  nevertheless,  was  the  situation  which,  even 
before  the  actual  declaration  of  hostilities,  plainly  and 
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threatenin^y  disclosed  itself.  Not  only  did  the  citizens 
of  combatant  and  enemy  countries  fail  us,  and  the  mer- 
chants and  municipalities  and  governments  of  South 
American  countries  with  whom  to  default  was  but  to  put 
on  again  an  old  and  favorite  suit  of  clothes,  —  but  the 
bankers  of  the  United  States,  prosperous,  free  from 
panic,  and  far  from  the  scene  of  hostilities,  were  imable 
for  the  time,  from  the  difficulties  and  expense  of  ship- 
ping gold,  to  remit  in  full  what  they  owed  us  and  what 
we  depended  on  receiving  from  them.  Almost  all  the 
emergency  measures  which  it  was  necessary  to  adopt  in 
London  were  directed  towards  abating  the  dangers 
threatened  to  the  whole  financial  structure  of  the  City 
by  the  failure  or  inability  of  foreigners  generally  to 
remit  to  us  what  they  were  imder  an  obligation  to 
remit.  The  clue  to  the  difficulties  of  the  City  of  Lon- 
don is  to  be  found  in  the  reactions  of  a  breakdown  in  the 
remittance  system  on  her  internal  financial  structure, 
and  in  the  consequent  embarrassments  of  those  elements 
of  the  money  market  through  whose  agency  short- 
period  loans  to  foreigners  are  chiefly  contracted. 

The  foreign  obligations  immediately  due  to  London 
were  mainly  on  accoimt  of  bills  accepted  in  London, 
either  by  London  houses  or  by  the  London  agencies 
of  foreign  banks,  or  on  accoimt  of  stock  exchange 
transactions  carried  forward  there  on  behalf  of  foreign 
clients.  There  were  also  substantial  sums  on  direct 
loan  with  the  London  agencies  of  foreign  banks,  of 
which  the  two  great  German  institutions,  the  Deutsche 
Bank  and  the  Discontogesellschaft,  tinned  out  to  be 
the  most  important.  Impending,  but  not  so  inmie- 
diate,  there  were  the  usual  payments  due  on  former 
permanent  loans,  together  with  instalments  on  account 
of  repayment  of  capital,  and  (this  was  chiefly  impor- 
tant in  connection  with  the  United  States)  a  considerable 
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volume  of  short-period  loans,  temporarily  contracted 
with  a  view  to  funding  later  on,  but  due  for  discharge 
before  the  end  of  the  year. 

For  the  payment  of  these  various  forms  of  indebted- 
ness as  they  fell  due,  foreign  creditors  had  mainly  relied 
either  on  renewing  them  on  much  the  same  terms  as 
before,  or  on  turning  them  into  funded  debts,  or  on 
ultimately  shipping  goods  or  international  securities 
to  meet  them. 

As  soon  as  war  became  imminent,  it  was  clear  that 
London  would  not  renew  or  fund  debts  falling  due,  at 
any  rate  for  some  time. 

It  was  utterly  impracticable  to  find  a  market  for 
commodities  to  an  equivalent  value,  even  if  they  had 
been  immediately  available  and  if  the  dangers  of  the 
war  had  not  restricted  shipping  facilities.  The  com- 
mercial remedy,  therefore,  as  is  always  the  case,  had  to 
work  very  gradually,  and  was  of  no  use  for  meeting  the 
emergencies  of  financiers. 

The  financial  remedies,  on  the  other  hand,  which  are 
generally  available  in  some  degree  when  it  is  temporarily 
impossible  to  renew  loans  abroad,  are  the  sale  of  inter- 
national securities  and  the  actual  remittance  of  gold. 
The  first  of  these  was  put  completely  out  of  action  by 
the  closing  of  the  world's  stock  exchanges.  The 
second  was  rendered  impossible  on  any  sufiBiciently 
large  scale,  for  reasons  we  have  discussed  above.  Even, 
therefore,  where  the  foreign  debtor  was  immediately 
solvent  in  his  own  country  and  able  to  raise  there  the 
fimds  required  to  meet  his  liabilities,  he  was  unable  for 
the  time  to  remit  them. 

When  the  technical  diflBculties  of  remittance  were 
overcome,  there  remained  important  cases  in  which 
foreign  debtors  remained  unable  to  pay,  —  enemies, 
for  example,  whose  debts  were  necessarily  irrecoverable 
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until  the  end  of  the  war,  and  countries;  of  which  Brazil 
was  the  chief,  which  had  coimted  upon  meeting  their 
engagements  from  the  proceeds  of  fresh  loans  and  were 
quite  unable  to  meet  them  otherwise. 

In  part;  therefore,  from  the  necessities  of  the  case, 
and  in  part  because  London,  whether  wisely  or  not,  put 
on  the  brake  so  suddenly  as  to  endanger  the  equilibrium 
of  the  whole  machine,  the  first,  most  striking,  financial 
consequence  of  war  was  the  extreme  embarrassment  of 
those  elements  of  the  money  market,  which  were  owed 
sums  from  abroad.  What  were  the  reactions  of  this  on 
the  City  of  London  as  a  whole  ? 

IV 

To  a  certain  extent  individuals,  firms,  and  institu- 
tions in  England,  which  have  surplus  funds  available 
for  temporary  deposit,  place  them  direct  with  Anglo- 
foreign  banks,  having  their  head  offices  in  London,  and 
even  with  the  agencies  of  foreign  banks,  having  branch 
offices  there.  On  such  deposits  perhaps  2  per  cent  at 
call  and  4  per  cent  at  notice  can  be  obtained,  which  is 
appreciably  more  than  is  ordinarily  allowed  by  the 
discoimt  houses  or  joint  stock  banks.  The  sudden 
locking  up  of  many  of  these  deposits  caused  much 
individual  inconvenience,  and  a  good  many  companies 
which  had  actually  declared  dividends  were  imable  to 
pay  them  on  accoimt  of  having  lost  control  over  the 
deposits  which  they  had  intended  to  use  for  this  pur- 
pose, —  thus  adding  involimtarily  to  the  general  feeling 
of  distrust. 

But  this  was  not  the  main  source  of  trouble.  The 
great  bulk  of  the  floating  funds  of  the  country  are 
placed  with  the  joint  stock  banks,  the  assets  of  which 
may  be  estimated,  to  take  a  roimd  figure,  at  about 
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£1,000,000,000.  One  or  two  of  these  banks  have  lately 
opened  foreign  departments  for  the  direct  transaction  of 
foreign  business  generally,  and  one  at  least  is  somewhat 
intimately  connected  with  American  business.  For  the 
most  part,  however,  these  banks  do  not  lend  their  fimds 
abroad  direct^  but  through  the  agency  of  one  or  more 
intermediaries. 

The  most  important  of  these  intermediaries  are  the 
accepting  houses,  who  have  in  effect  guaranteed  that 
the  bills,  held  by  the  banks  in  their  portfolios,  will  be 
met  at  maturity.  To  a  large  extent,  of  coiurse,  the 
accepting  houses  are  acting  on  behalf  of  British  clients. 
But  on  an  important  scale  the  London  accepting  houses 
accept  bills  arising  out  of  transactions  both  parties  to 
which  may  be  foreigners.  These  houses,  that  is  to  say, 
guarantee  the  bills  in  retiun  for  a  commission,  reckon- 
ing on  their  foreign  clients'  putting  them  in  funds  to 
meet  the  bills  at  maturity.  This  accepting  or  guaran- 
teeing business  is  quite  distinct  from  the  business  of 
advancing  the  capital  with  which  the  bills  are  carried. 

When  the  remittance  system  broke  down,  therefore, 
the  first  people  to  be  in  trouble  were  the  accepting 
houses.  Their  foreign  clients  defaulted  for  the  time 
being  on  a  wholesale  scale,  and  as  the  liabilities  of  the 
accepting  houses  greatly  exceed  their  free  assets,  they 
were  utterly  unable  to  meet  their  engagements. 

The  banks  found  themselves,  therefore,  with  their 
bills,  which  they  usually  regard  as  amongst  their  most 
liquid  assets,  suddenly  turned  into  a  non-liquid  asset. 
The  total  volume  of  bUls  outstanding  has  been  estimated 
at  £350,000,000.  The  amoimt  held  by  the  joint  stock 
banks,  apart  from  the  discount  houses  and  Anglo- 
foreign  banks,  is  not  separately  stated.  I  have  esti- 
mated it  as  standing,  for  the  leading  banks,  somewhere 
between  £100,000,000  and  £125,000,000,  or  perhaps 
15  per  cent  of  their  total  assets. 
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Apart  from  the  sums  advanced  by  the  banks  through 
their  own  holdings  of  bills,  they  are  indirectly  interested 
in  a  further  amoimt  through  their  relations  with  the 
discount  houses.  These  houses  hold  a  great  quantity 
of  bills,  much  of  which  they  carry  with  money  lent  them 
at  call  and  short  notice  by  the  banks.  A  failure  of  the 
accepting  houses  would  have  threatened  the  solvency 
of  the  discount  houses  and  would  certainly  have  made 
it  impossible  for  them  to  repay  the  banks,  if  the  latter 
were  to  call  from  them  on  a  lai^  scale. 

Next  to  their  cash  in  hand  and  their  credit  at  the 
Bank  of  England,  the  joint  stock  banks  have  been  in 
the  habit  of  regarding  this  money  with  the  discoimt 
houses  as  their  next  most  liquid  asset.  In  ordinary 
times  this  is  so,  and  the  system  works  very  well.  The 
total  amount  lent  by  the  whole  body  of  banks  to  the 
discoimt  houses  shows  a  much  lower  percentage  varia- 
tion than  the  amount  which  can  be  lent  by  an  individtial 
bank;  and  an  arrangement  by  which  what  one  bank 
calls  another  lends,  allows  the  banks  to  employ  their 
resources  more  fully  than  would  be  possible  otherwise. 
But  critics  have  always  objected  that  if  all  the  banks 
were  to  wish  to  call  at  once,  as  might  happen  in  a  crisis, 
the  virtue  of  the  system  would  have  disappeared.  This 
proved  to  be  the  case;  but  it  had  not  been  so  clearly 
apprehended  in  advance  that  the  difficulties  of  the 
discoimt  houses  would  arise  out  of  the  difficulties  of 
the  accepting  houses. 

Thus  a  failure  to  remit  on  the  part  of  the  foreign 
clients  of  the  accepting  houses  hit  the  joint  stock 
banks  with  special  severity,  because,  with  what  may 
now  seem  doubtful  wisdom,  it  was  the  money  advanced 
directly  or  indirectly  through  the  discoimt  houses, 
against  the  guarantees  of  the  accepting  houses,  that 
the  banks  had  got  into  the  habit  of  regarding  as  their 
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most  liquid  asset.  They  had  been  relying  on  being 
able  to  get  in  an  emergency  precisely  that  part  of  their 
loans  which  had  been  placed  at  the  disposal  of  foreigners. 
The  stock  exchange  also  was  in  trouble  for  the  same 
reason  as  the  accepting  houses,  namely  the  failure  of 
foreign  clients  to  remit.  There  are  nimierous  impor- 
tant firms  which  do  a  large  business  and  carry  over 
speculative  purchases  on  foreign  account.  A  firm 
with  German  connections,  Messrs  Derenberg  &  Co., 
was  hammered  on  July  30.  If  the  stock  exchange  had 
not  been  closed  on  the  following  day,  it  was  believed 
that  majiy  other  firms  would  have  failed  through  not 
receiving  payment  due  from  foreign  clients;  and  the 
failure  of  these  would  have  involved  other  firms  to 
whom  they  in  their  turn  owed  money.  The  forced 
sales  consequent  on  these  failures  would  break  prices, 
it  was  feared,  to  such  an  extent  that  all  borrowers  on 
.  security  would  be  gravely  embarrassed  by  an  attempt 
on  the  part  of  the  banks  to  call  for  cover.  The  position 
was  saved  —  I  merely  record  the  fact  without  conunent 
—  by  the  extremest  remedy  possible,  namely  the  sus- 
pension of  all  new  business  and  the  indefinite  postpone- 
ment of  the  settlement  of  old  business.  The  effect  of 
this  on  the  banks  was  to  solidify  a  further  block  of 
what  they  had  formerly  regarded  as  being  amongst 
their  more  liquid  assets,  namely  the  sums  amounting 
perhaps  to  £80,000,000  or  £100,000,000  advanced  to 
the  stock  exchange. 


What  was  the  nature  of  the  remedies  brought  to  bear 
upon  this  situation  through  the  agency  of  the  Bank  of 
England  ? 

The  stock  exchange  problem,  in  spite  of  the  grave 
general  inconvenience  arising  out  of  the  cessation  of 


Digitized  by  LjOOQ IC 


LONDON  AND  THE  BANK  OF  ENGLAND  59 

biisiness,  was,  from  the  point  of  view  of  the  banks, 
secondary.  The  problem  of  the  accepting  houses  and 
of  the  bills  was  the  urgent  one.  By  the  first  Mora- 
torium Proclajnation  of  August  3,  which  applied  to  bills 
only  (a  general  Moratorium  followed  on  August  6),  the 
accepting  houses  were  relieved  of  the  obligation  to 
meet  their  engagements  immediately.  But  this  did 
not  help  the  discount  houses  and  the  joint  stock 
banks,  which  found  themselves  in  the  position  of  having 
made  uncallable  loans  of  indefinite  diu'ation  to  the 
accepting  houses.  They  had  either  to  wait  for  their 
money  or  else  to  find  some  new  source  of  liquid  credit. 
With  more  courage  the  banks  might  have  successfully 
pursued  the  first  of  these  policies  to  a  greater  extent 
than  they  actually  did  pursue  it.  But  they  soon 
showed  clearly  enough  that  they  were  in  no  mood  for 
courageous  or  disinterested  action,  and  lU'gently  de- 
manded that  the  Government  and  the  Bank  of  England 
should  save  them  from  the  position  in  which  they  found 
themselves. 

The  problem  presented  two  faces,  —  the  provision  of 
liquid  credit,  and  the  bearing  of  any  ultimate  bad  debts 
which  might  arise  through  the  eventual  insolvency  of 
any  of  the  accepting  houses.  The  banks  demanded 
that  they  should  be  given  the  former  and  entirely 
relieved  of  the  latter. 

The  Government,  holding  that  it  was  of  more  impor- 
tance to  restore  credit  and  banking  to  a  normal  condition 
than  to  drive  a  careful  bargain  with  the  banks,  conceded 
them  both  demands.  Almost  imlimited  credit  was 
placed  at  their  disposal  in  two  ways :  first  by  an  advance 
to  them  of  Currency  Notes,  to  be  described  in  more 
detail  below;  and  second  by  an  arrangement  with  the 
Bank  of  England  to  discoimt  their  bills  for  them.  Both 
these  forms  of  accommodation  were  granted  at  the  low 
rate  of  5  per  cent. 
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But  the  Government  not  only  arranged  with  the  Bank 
of  England  to  take  over  the  discount  houses'  and  joint 
stock  banks'  portfolios  of  bills,  to  such  an  extent  as 
they  might  require,  including  bills  accepted  by  foreign 
agencies  against  which  in  normal  times  the  bank  dis- 
criminates. It  was  also  arranged  that  the  ordinary 
legal  liability  of  the  banks  as  last  holders,  in  the  event 
of  the  bills  not  being  duly  met,  should  be  waived,  and 
that  the  Government  should  make  good  to  the  Bank  of 
England  any  loss  thus  arising.  The  probable  magni- 
tude of  such  loss  cannot  yet  be  estimated  with  any 
accxu"acy;  it  depends  chiefly  upon  how  solvent  the 
leading  financial  institutions  of  Germany  may  be  at 
the  end  of  the  war.  But  it  has  been  su^ested  that  the 
load  of  bad  debts,  taken  by  the  Government  off  the 
shoulders  of  the  banks  and  discount  houses,  and 
added  to  the  national  debt,  may  possibly  amount  to 
as  much  as  £30,000,000.  On  the  other  hand  it  may 
turn  out  in  the  long  run  to  be  a  comparatively  small 
simi. 

Originally  such  of  the  bills  held  by  the  Bank  of  Eng- 
land as  were  not  met  when  they  fell  due  were  to  be 
reaccepted  by  their  original  acceptors  at  a  rate  2  per 
cent  above  bank  rate.  But  later  another  arrangement 
was  substituted  for  this  by  which  the  Bank  of  England 
lent  the  accepting  houses,  at  a  rate  2  per  cent  above 
bank  rate,  enough  to  meet  their  bills  as  they  fell  due, 
these  loans  to  be  paid  off  gradually,  as  the  accepting 
houses  were  able  to  collect  what  was  due  to  them  from 
their  clients.  This  had  the  effect  incidentally  of  releas- 
ing the  drawers  and  endorsers  of  the  bills  from  any 
liabilities  imder  which  they  might  otherwise  lie.  A 
further  concession  was  also  made,  in  order  to  rehabili- 
tate the  credit  of  the  accepting  houses  for  the  purpose 
of  new  business,  by  which  new  acceptances  entered  into 


Digitized  by  LjOOQ IC 


LONDON  AND  THE  BANK  OF  ENGLAND  61 

by  ihem  were,  untU  a  year  after  the  end  of  the  war,  to 
rank  as  claims,  in  front  of  the  Bank  of  England's  claim, 
against  their  free  assets. 

The  joint  stock  banks  and  discount  houses  availed 
ihemselyes  of  these  arrangements  on  a  very  large  scale, 
as  is  shown  by  the  following  returns  of  the  "  Other 
Securities  "  and  the  "  Other  Deposits  "  at  the  Bank  of 
England,  the  bills  taken  over  appearing  in  the  former 
total  and  the  corresponding  credits  placed  at  the 
disposal  of  the  outside  market  appearing  in  the  latter :  — 

Other  Securities  Other  Deposita 

£  £ 

July  22 33,732,762  42,285,297 

•  29 47,307,530  54,418,908 

Aug.  7 65,351,656  56,749,610 

"  12 70,786,596  83,326,113 

•  19 94,726,086  108,094,287 

•  26 109,904,670  123,892,659 

Sept.  2 121,820,692  133,818,826 

•  9 116,922,759  130,704,462 

•  16 113,792,525  135,042,071 

The  figures  for  July  22  may  be  taken  as  normal. 
Austria  declared  war  against  Servia  on  July  28,  and  the 
increases  in  the  totals  for  July  29  show  the  effect  of  the 
preliminary  measures,  taken  by  the  banks,  of  calling 
in  loans  from  the  discount  houses  and  thus  forcing 
these  houses  to  turn  their  bills  into  money  at  the  Bank 
of  England.  The  return  of  August  7  mainly  shows  the 
further  effect  of  similar  action  between  July  30  and 
August  1.  (From  August  2  to  6  a  Bank  Holiday  was 
proclaimed.)  On  August  13  came  the  announcement 
that  pre-moratorium  bills  were  to  be  taken  over  by  the 
the  Bank  of  England;  and  the  influence  of  this  is 
reflected  in  the  large  increase  for  the  week  ending  August 
19.  Officials  of  the  banks  and  discoimt  houses  waited 
in  queues  at  the  Bank  of  England  to  present  bills  for 
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re-discount,  and  the  increase  during  this  week  would 
have  been  greater  if  it  had  been  physically  possible  for 
the  staff  of  the  Bank  of  England  to  deal  wi^  a  greater 
volume  of  documents.  By  September  2  this  movement 
had  spent  itself.  The  money  market  had  been  re- 
lieved by  this  time  of  the  greater  part  of  the  bills,  the 
payment  of  which  at  matmity  was  held  in  most  doubt. 
The  banks  also  were  beginning  to  feel  the  bxu"den  of 
keeping  so  much  money  idle  at  the  Bank  of  England, 
their  inflated  balances  there  earning  them  no  interest 
at  all.  The  rate  for  short  loans  in  the  open  market  was 
driven  down  by  this  weight  of  floating  fimds  to  a  very 
low  level,  and  it  came  to  be  realized  that  bills  could  be 
kept  without  risk  until  a  date  nearer  their  maturity 
before  being  sent  in  to  the  Bank  of  England,  and  that 
such  delay  brought  with  it  a  saving  at  the  rate  of  6  per 
cent  per  annum.  Through  these  causes  the  volume  of 
bills  brought  to  the  bank  between  September  2  and 
September  16  was  less  by  about  £8,000,000  than  the 
volume  of  old  bills  falling  due  and  paid  off. 

The  bank  rate  was  raised  from  3  per  cent  to  4  per 
cent  on  July  30.  This  small  change  did  nothing  to 
check  the  rush  for  acconunodation  which  had  begun  a 
few  days  earlier,  as  the  action  of  the  joint  stock  banks 
was  forcing  the  rest  of  the  market  to  realize  their  bills 
at  any  cost.  Accordingly  on  the  following  day,  Friday, 
July  31,  the  bank  rate  was  rushed  up  to  8  per  cent  and 
on  Saturday,  August  1,  to  10  per  cent.  These  unprece- 
dented movements  served  no  useful  purpose,  and  only 
caused  a  great  fright  by  raising  unfounded  apprehen- 
sions that  acconunodation  would  be  cut  off  altogether. 
When  the  Bank  reopened,  after  the  prolonged  Bank 
Holiday,  the  mistake  was  at  once  corrected,  the  rate 
being  lowered  to  6  per  cent  on  August  7  and  5  per  cent 
on  August  8. 
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Apart  from  its  effect  on  the  profits  of  individuals  and 
on  the  business  world's  subjective  feelings  of  confidence 
or  of  the  want  of  it,  the  precise  level  of  the  bank  rate 
possessed  during  August  little  of  its  usual  significance. 
Movements  of  the  bank  rate  are  normally  directed 
towards  influencing  the  action  of  the  discount  market 
in  taking  up  bills,  and  thus  correcting  any  undesirable 
tendencies  in  the  exchanges  or  in  the  balance  of  imme- 
diate foreign  indebtedness.  During  August  such  in- 
direct pressure  was  .  not  required,  —  the  discount 
market  was  doing  no  business  in  any  case.  It  may  be 
remarked  that  the  interest  allowed  by  the  banks  on 
deposit  accounts  and  the  rates  for  bank  bills  in  the  open 
market  did  not  stand  in  their  usual  relation  to  bank 
rate.  Bank  rate  simply  represented  the  price  charged 
by  the  Bank  of  England,  in  this  case  little  more  than  an 
agent  for  the  Treasiuy,  for  taking  over  from  the  banks 
and  discount  houses  the  bills  of  which  these  institutions 
did  not  like  the  look. 

The  volume  of  the  "  other  deposits  "  at  the  Bank  of 
England  cannot  be  substantially  reduced,  imtil  the  bills, 
which  swell  the  "  other  securities,"  or  (under  the  new 
arrangements)  the  Bank  of  England's  loans  to  the 
accepting  houses,  are  paid  off.  Other  transactions, 
unless  they  involve  a  drain  of  cash  from  the  bank  of 
England,  merely  affect  the  names  to  the  credit  of  which 
the  other  deposits  stand.  At  present  the  banks  are 
showing  excessive  caution  rather  than  the  reverse. 
They  must  be  careful  in  the  futile  not  to  allow  their 
swoUen  credits  at  the  Bank  of  England  to  lead  them  to 
create,  on  the  strength  of  these,  too  large  a  super- 
structure. 
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VI 

All  that  we  have  said  so  far  has  been  connected, 
directly  or  indirectly,  with  the  international  monetary 
position  of  London.  We  must  now  tiun  to  the  strictly 
domestic  question  of  the  internal  currency. 

The  number  of  bank  offices  in  Great  Britain  and  Ire- 
land is  about  9,000.  The  amount  of  cash  held  by  the 
banks,  at  the  outbreak  of  war,  in  excess  of  normal  till- 
money  requirements,  cannot,  according  to  my  estimate, 
have  exceeded  £20,000,000  and  probably  fell  short  of 
this.  From  their  internal  reserves,  therefore,  the  banks 
could  not  strengthen  their  till-money  by  an  average  of 
more  than  about  £2,000  per  branch  office.  The  total 
reserve  of  the  Bank  of  England  stood,  when  war  began, 
at  about  £27,000,000,  or,  say,  £3,000  per  bank  office. 
It  has  always  been  clear,  therefore,  that  a  serious  run 
on  the  banks  by  their  depositors  could  not  possibly  be 
met  without  the  issue  of  an  emergency  paper  currency. 

As  a  matter  of  fact,  the  British  depositor  never 
showed  any  inclination  to  run  on  his  bank.  The 
newspapers  told  him  that  it  would  be  foolish  and 
impatriotic  to  do  so;  and  a  combination  of  phlegm, 
habit  and  public  spirit  kept  him  to  his  normal  courses. 
The  very  small  reserves  mentioned  above,  if  they  had 
been  used  boldly,  would  have  been  more  than  ample 
to  meet  all  the  extra  demands  for  currency.  The  Post 
Office  Savings  Banks,  it  may  be  remarked,  cheerfully 
remained  open  for  withdrawals  even  during  the  pro- 
longed Bank  Holiday  from  August  1  to  7  without  suffer- 
ing to  any  important  extent. 

The  joint  stock  banks,  however,  felt  themselves  to 
be  in  a  weak  position  and  were  not  willing  to  credit  their 
depositors  with  as  much  good  sense  as  the  latter  actually 
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showed.  As  early  as  July  31st  the  banks  themselves 
b^an  to  run  on  the  Bank  of  England,  and  with  the 
utmost  foolishness  to  make  unnecessary  difficulties 
about  supplying  applicants  with  gold.  On  July  31st 
and  the  following  day  there  were  queues  of  persons 
outside  the  Bank  of  England  waiting  to  cash  £5  notes 
which  had  been  forced  on  them  against  their  will  by 
their  bankers.  The  Bank  of  England  of  coiu-se  changed 
these  notes  into  sovereigns  as  quickly  as  was  physically 
possible. 

Ai:^ust  2  was  a  Sunday,  and  August  3  happened  to 
be  the  day  of  the  usual  August  Bank  Holiday.  It  was 
clearly  desirable  in  the  circumstances  to  make  arrange- 
ments for  the  issue  of  some  form  of  emergency  paper 
currency.  For  this  purpose,  therefore,  and  to  aUay  the 
fears  of  the  banks,  the  Bank  Holiday  was  prolonged 
until  August  7.  When  the  banks  reopened  on  that  day, 
they  had  been  protected  against  imreasonable  demands 
on  the  part  of  their  depositors  —  as  it  turned  out, 
unnecessarily  —  by  the  general  Moratorium  Proclama- 
tion; and  two  forms  of  emergency  paper  currency  had 
been  authorized. 

The  first  of  these  was  of  the  old  fashioned  kind: 
the  Bank  of  England  was  authorized  to  exceed  its  fixed 
fiduciary  issue.  The  circulation  of  bank  notes,  that 
is  to  say,  might  exceed  the  gold  held  against  them  by 
more  than  the  statutory  maximum  of  £18,450,000. 
This  measure  is  commonly  described  as  a  ''  Suspension 
of  the  Bank  Act,"  altho  it  in  no  way  permits  the  Bank 
to  suspend  specie  payment,  —  the  bank's  obligation 
to  redeem  its  notes  in  gold  on  demand  remaining  in  full 
force. 

As  things  turned  out,  the  Bank  of  England  never  had 
occasion  to  aviul  itself  of  this  permissive  power.  The 
fiduciary  issue  never  exceeded  £9,000,000  and  was, 
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therefore,  well  within  the  normal  maximum.  The 
"  suspension  "  was  merely  precautionary.  It  is  to  be 
noticed,  however,  that  for  the  first  time  parliamentary 
authority  for  such  a  step  was  taken  in  advance.  On 
former  historic  occasions  the  Prime  Minister  and  the 
Chancellor  of  the  Exchequer  have  promised  the  Gk)ver- 
nor  of  the  Bank  an  act  of  indemnity.  This  time  — 
whatever  may  have  been  the  assurances  given  to  the 
Gk)vemor  privately  during  the  first  week  of  the  crisis  — 
a  clause  was  inserted  in  the  Currency  and  Bank  Notes 
Act,  191 4f  as  follows;  —  "  The  Governor  and  Company 
of  the  Bank  of  England  and  any  persons  concerned  in 
the  management  of  any  Scottish  or  Irish  bank  of  issue 
may,  so  far  as  temporarily  authorized  by  the  Treasury 
and  subject  to  any  conditions  attached  to  that  authority, 
issue  notes  in  excess  of  any  limit  fixed  by  law." 

The  avoidance  of  an  excess  circulation  of  bank  notes 
is  mainly  to  be  attributed,  however,  to  the  second  form 
of  emergency  paper  currency  authorized.  This  was  of 
an  altogether  novel  type.  £5  notes  obviously  cannot 
take  the  place  of  sovereigns  as  the  chief  circulating 
medium  in  the  country.  £1  and  possibly  10s.  notes 
were,  therefore,  necessary.  Altho  every  one  who  had 
thought  about  these  questions  at  all  knew  that  £1  notes 
must  be  required  in  any  severe  crisis,  no  steps  had  been 
taken  to  print  any  such  notes  in  advance,  or  even  to 
decide  who  was  to  issue  them  or  what  form  they  were 
to  take.  The  absence  of  any  notes  ready  printed  was 
the  occasion  of  a  very  inconvenient  delay.  Further, 
when  the  notes  appeared,  they  were  printed  on  im-gum- 
med  postage  stamp  paper  (of  which  alone  a  sufi&cient 
quantity  existed  suitably  watermarked)  and  were  of  so 
rough  an  appearance  (no  part  being  engraved)  that 
some  amateurs  amused  themselves  by  forging  one  or 
two  "  as  a  memento."      This  unreadiness,  however, 
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was  a  not  altogether  undesirable  sjrmptom.  The 
minds  of  those  in  authority  should  be  equipped  before- 
hand, but  it  is  not  a  bad  thing  that  their  measures 
should  be  improvised.  Altho  I  was  inclined  to  criticize 
the  plan  actually  adopted  when  it  was  first  adumbrated, 
I  believe  this  plan,  as  it  eventually  worked  out  in  prac- 
tice, was  better  than  what  would  probably  have  been 
devised,  if,  necessarily  without  reference  to  the  precise 
circumstances  of  the  moment,  a  plan  had  been  ar- 
ranged in  advance  by  some  Committee. 

This  plan  was  for  an  issue  of  £1  and  10s.  notes,  not 
by  the  Bank  of  England  as  was  generally  expected,  but 
by  the  Treasury.  The  notes  bore  the  signature,  not 
of  Sir  John  Naime  the  Chief  Cashier  of  the  Bank  of 
England,  but  of  Sir  John  Bradbiuy  the  Permanent 
Secretary  to  the  Treasury.  They  were  declared  unre- 
stricted legal  tender  and  were  encashable  for  gold  only 
at  the  head  office  of  the  Bank  of  England  as  the  Govern- 
ment's agent.  The  public  made  no  trouble  about 
accepting  the  notes;  at  first  indeed,  through  motives  of 
curiosity  and  as  a  result  of  a  newspaper  campaign  in 
their  favor,  the  demand  for  them  in  place  of  sovereigns 
was  in  excess  of  what  the  printing  presses  could  supply. 

These  notes  are  quite  outside  the  Bank  Act  and  have 
no  relation  to  the  Bank  of  England's  note  issue  or  re- 
serve. They  do  not  appear  anywhere  in  the  Bank  of 
England's  weekly  returns  and  are  the  subject  of  a 
separate  statement  by  the  Treasiuy.  Their  issue 
obviated  the  necessity  of  any  excess  issue  of  notes  by 
the  Bank  of  England,  altho  as  matters  turned  out  the 
latter  would  have  been  small  in  any  case,  as  the  volume 
of  Currency  Notes  only  exceeded  the  Bank  of  England's 
reserve  of  tmissued  bank  notes  for  a  few  days. 

The  most  interesting  feature,  however,  of  these 
Cxurency  Notes,  as  they  are  called,  is  their  method  of 
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regulation.  By  the  Currency  and  Bank  Notes  Act,  1914, 
the  Treasury  is  given  extraordinarily  wide  powers. 
According  to  Clause  2,"  Currency  Notes  may  be  issued 
to  such  persons  and  in  such  manner  as  the  Treasury 
direct,"  and  there  are  no  specific  rules  whatever  govern- 
ing the  reserve,  if  any,  to  be  held  against  them.  The 
actual  course  followed  by  the  Treasury  has  been  as 
follows. 

In  the  first  instance  the  durency  Notes  were  issued 
08  a  loan  to  the  Scottish  and  Irish  Banks  of  Issue,  the 
joint  stock  banks,  the  Post  Office  Savings  Banks,  and 
the  Trustee  Savings  Banks.  The  loans  were  at  the 
rate  of  5  per  cent  and  were,  in  virtue  of  a  provision  in 
the  act,  regarded  as  a  floating  charge  in  priority  to  all 
other  chaises  on  the  whole  of  the  assets  of  these  institu- 
tions, which  were  not  required  to  deposit  any  specific 
security.  The  Treasury  annoimced  that  they  were 
prepared  to  issue  these  loans  to  the  banks  for  an 
amount  up  to  20  per  cent  of  their  liabilities  on  current 
and  deposit  accounts. 

Thus  several  important  objects  were  served  at  the 
same  time.  The  banks  were  reassured  as  to  their 
capacity  to  meet  any  reasonable  claims  on  the  part  of 
their  depositors,  their  depositors  were  reassured  by  the 
appearance  of  a  sufficient  supply  of  serviceable  legal 
tender  money,  the  Bank  of  England's  stock  of  gold 
was  conserved,  and  the  necessity  of  an  excess  issue 
of  bank  notes,  with  the  ill  effect  of  this  on  the  ap- 
pearance of  the  Bank  return  and  of  the  Bank's  reserve, 
was  avoided. 

The  only  danger  lay  in  an  excessive  use  of  the  new 
facilities.  As  a  matter  of  fact  the  additional  issues  of 
currency  were  on  a  very  moderate  scale.  The  principal 
figures  are  given  below.  In  addition,  some  new  silver 
coinage  (not  to  an  important  amoimt)  was  issued  from 
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the  Mint,  and,  for  a  short  time  pending  this,  postal 
orders  were  legal  tender. 


July  30-Aug. 
Ave.  8-Auc. 
Aus.  20-Auc. 
Aug.  37-8ept. 
Sept.  3-8ept. 
Sept.  10-Sept. 


Coinpaninc  oat  of 
the  Bank  of  Eno- 
land  into  the  coun- 
try (+)  or  back  to 
the  Bank  (-) 
£ 
+8,211.000 
+2.654,000 
-1.217.000 
-2.M0.00O 
-1.645.000 
+      10.000 


Issue  of  Bank  of 
England  Notes 

(+)orwith. 

drawal  (-) 

Additional  iasue 
of  Curxenoy 
Not«i(+) 

Total 

£ 

+6.890.000 

_ 

+14.610.000 

+1.081.000 

+16.696.000 

+20.431.000 

-1.615.000 

+  4.839.000 

+  2.007.000 

-    284.000 

+  3.621.000 

+     388.000 

-     66.000 

+  1.957.000 

+     346.000 

-    690.000 

+     304.000 

-      285.000 

+4.916.000 

+27.417.000 

+37.497.000 

During  the  same  period  the  net  amount  of  gold  passing 
into  the  Bank  of  England  from  abroad  was  £19,254,000. 

Unf  ortimately  it  is  impossible  to  distinguish  between 
what  was  taken  by  the  banks  to  strengthen  their  till- 
money  at  their  9,000  branches,  and  what  went  into  the 
active  circulation.  The  above  figures  are  for  the  two 
taken  together.  It  is  probable,  however,  that  a  con- 
siderable part  of  the  total  issues  of  £37,500,000  re- 
mained with  the  banks,  which  natiu*ally  desired  to  have 
rather  more  cash  in  hand  than  usual.  A  part  of  the 
remaining  issues  were  due  to  the  large  cash  pajrments 
made  by  the  War  OflBice.  The  figures  show  that  there 
can  have  been  no  significant  amount  of  hoarding  by 
private  persons.  Compared  with  the  enormous  issues  of 
paper  currency  abroad,  the  above  figures  are  very  small. 

As  we  have  seen,  the  notes  were  issued  in  the  first 
instance  to  the  banks.  But  when  a  few  days  later 
they  were  put  in  funds  at  the  Bank  of  England  through 
the  great  volume  of  pre-moratorium  bills  discounted 
there  imder  the  Treasury's  guarantee,  they  no  longer 
had  need  of  the  Currency  Note  loans  as  well.  Accord- 
ingly they  paid  oS  these  loans  by  transferring  credits 
at  the  Bank  of  England  from  their  own  names  to  the 
Public  Deposits.     The  notes,  which  had  been  issued 
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to  the  public  over  the  counters  of  the  banks  and  the 
post  offices,  remained  nevertheless  in  circulation. 

The  question  soon  arose,  therefore,  as  to  what,  within 
their  unfettered  discretion,  the  Treasury  was  to  do  with 
these  credits  at  the  Bank  of  England.  At  the  date  of 
issue  of  the  first  Ciurency  Note  return,  £11,400,000 
had  been  repaid  in  this  way  and  was  left  standing,  for 
the  moment,  to  the  credit  of  what  was  termed  the 
"  Currency  Note  Redemption  Account "  at  the  Bank 
of.  England.  By  the  date  of  the  next  return,  a  week 
later,  £11,000,000  was  represented  by  "  Government 
Seciuities,"  i.  e.  had  been  taken  in  aid  of  the  Exchequer 
balances;  but,  as  the  repayments  by  the  banks  had 
continued,  there  was  still  £5,900,000  to  the  credit  of  the 
Redemption  Accoimt  at  the  Bank  of  England.  During 
the  next  week  the  important  step  was  taken  of  ''  ear- 
marking," i.  e.  removing  from  the  Bank  of  England's 
reserve  into  a  separate  accoimt,  £3,000,000  in  gold. 
On  September  16  (the  date  of  the  latest  return  available 
at  the  time  of  writing)  the  balance  sheet  stood  as 
follows:  — 

NolMOiitilMMUDC  £27.416.932.  AdyMusea  to  Banken £1.614.200 

Advanoea  to  Post  OfBoe  and  Trustee 

Sayings  Banks 8.000.000 

Gold  '*  earmarked  '*  at  the  Bank ....     3.600.000 

"  Goyemment  Securities  " 10.023.646 

Balanoe  at  Bank  of  Bngland 7.870.186 

£27.416.032 

Probably  more  gold  will  be  "  earmarked  ''  in  the  near 
future,  and  the  fiduciary  character  of  the  issue  gradually 
diminished. 

VII 

This  completes  a  brief  and  necessarily  incomplete 
accoimt  of  the  main  factors  influencing  the  relation  of 
the  Treasury  and  the  Bank  of  England  to  the  rest  of  the 
money  market  and    the  City  of   London  generally. 
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Much  detail  has  been  omitted  and,  m  particular,  the 
difficulties  of  the  stock  exchange  have  received  but 
cursory  notice. 

On  the  whole  it  may  be  fairly  maintained  that  the 
financial  system  of  the  City  has  stood  the  shock  to 
which  it  has  been  subjected.  The  errors  which  have 
been  made  have  been  due  to  over-timidity  and  a  failure 
on  the  part  of  some,  especially  in  the  early  days,  to 
credit  this  system  with  the  hi^  degree  of  stability  it  has 
actually  shown.  The  only  real,  substantial  trouble  has 
been  the  position  of  the  bill  market  and  the  difficulties 
of  the  accepting  houses.  The  main  object  of  most  of 
the  other  emergency  measures  has  been  to  allay  fears 
which,  with  more  knowledge  and  more  coiu*age  on  the 
part  of  those  who  felt  them,  need  not  have  arisen. 

Those  who  were  most  at  fault  in  this  respect  were,  in 
the  opinion  of  many  (tho  they  have  their  defenders),  the 
joint  stock  bankers.  I  must  not  pause  now  to  con- 
sider the  root  causes  of  this,  which  are  to  be  sought  in 
the  play  of  personalities  and  factors  of  historical 
growth.  We  wanted,  in  the  first  week  of  August, 
some  one  of  the  calibre  of  the  late  Mr.  Pierpont  Morgan 
to  bully  the  bankers  and  tell  them  where  their  duty 
(and  at  the  same  time  their  interest)  truly  lay.  How- 
ever, this  was  a  passing  phase.  The  staunchness  of  the 
Bank  of  England,  the  traditions  of  which  have  needed 
amazingly  little  adaptation  to  fit  them  to  new  circum- 
stances, and  the  practical  good  sense  and  sanity  of  the 
Treasury,  prevented  permanent  harm  from  being  done. 
We  in  Great  Britain  look  forward  to  the  financial  future 
with  confidence. 

J.  M.  Ebtnes. 

Kino's  GoujEgb,  Cambbidoe,  England. 
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SUMMARY 

Introduction.  Attitude  of  the  parties  in  Ck>ngre88;  general  character 
of  the  legislation,  72.  —  I.  Unfair  competitive  methods,  74.  —  Genoral 
declaration  of  illegality,  74.  —  Method  of  enforcement;  discretion  of 
trade  conmiission,  76.  —  Price  discrimination,  77.  —  Sales  and  leases 
conditioned  on  exclusive  patronage,  80.  —  II.  New  provisions  as  to 
combinations  in  restraint  of  trade,  81.  —  Adequacy  of  the  Sherman 
act  without  amendment,  82.  —  Intercorporate  stockholdings,  82.  — 
Interlocking  directorates,  84.  —  Inadequacy  of  prohibition  when  com- 
munity of  stock  interest  is  permitted,  85.  —  Provisions  as  to  banks, 
86.  —  Personal  liability  to  penalties  under  anti-trust  laws,  87. — 
Private  suits,  88.  —  III.  Mismanagement  of  railroads.  Relations  to 
banking,  supply  and  construction  companies.  Misappropriation  of 
funds,  89.  —  IV.  The  interstate  trade  conunission,  90.  —  Powers  of 
investigation;  reports  from  corporations,  91.  —  Powers  in  enforce- 
ment and  interpretation  (A  law,  94.  —  Assistance  of  the  commission  to 
attorney  general  and  courts;  recommendations  for  future  legislation, 
95.  —  Beneficial  results  to  be  anticipated,  97. 

Two  important  acts  relating  to  trusts  and  corpora- 
tions have  just  been  adopted  by  Congress.  They 
represent  the  fruition  of  the  policy  laid  down  in  the  last 
national  platform  of  the  Democratic  party.  They  are 
'^  administration  measures."  In  fact,  it  is  doubtful 
whether  without  the  persistent  and  forceful  leadership 
of  President  Wilson  the  conflicting  views  in  Congress 
could  have  been  harmonized  and  the  legislation  passed 
in  addition  to  the  other  important  and  long-debated 
measures  which  have  occupied  the  attention  of  that 
body. 

The  ''  administration "  bills  regarding  trusts  and 
corporations  were  introduced  into  Congress  at  the  very 
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begiiming  of  1914.  They  were  under  almost  continuous 
consideration  by  the  two  houses  and  their  committees 
for  nine  months  before  enactment.  Many  of  the  crudi- 
ties of  the  original  bills  have  been  eliminated  and  in 
general  the  provisions  as  adopted  are  workable  and 
understandable.  In  fact,  if  the  destruction  of  trusts 
and  the  maintenance  of  competition  be  accepted  as  the 
proper  policy,  these  acts  must  be  approved  for  the  most 
part  as  a  valuable  aid  in  carrying  out  that  policy.  The 
present  writer  has  already  expressed  his  opinion  that 
this  policy  is  on  the  whole  the  best  for  the  American 
people. 

As  might  be  expected,  there  were  efforts  in  Congress, 
particularly  on  the  part  of  the  Progressive  party,  to 
turn  the  trust  legislation  in  the  direction  of  regulation 
rather  than  prohibition.  The  Democrats,  however, 
stood  with  practically  imited  front  for  the  policy  of 
suppressing  combinations  and  many  Republicans  joined 
with  them. 

The  two  acts  are  entitled  respectively:  "  An  Act  to 
supplement  existing  laws  against  unlawful  restraints 
and  monopolies  and  for  other  purposes,"  and  ''  An  Act 
to  create  a  federal  trade  commission,  to  define  its 
powers  and  duties  and  for  other  purposes."  We  shall 
call  them  briefly  the  anti-trust  act  and  the  trade-com- 
mission act.  The  trade-commission  bill,  as  it  passed 
the  House,  was  substantially  confined  to  procedure,  to 
machinery  and  methods  for  enforcing  the  laws.  The 
Senate,  however,  inserted  in  this  bill  provisions  with 
respect  to  unfair  competitive  methods,  and  these  stand 
in  the  act  as  finally  adopted,  altho  they  more  logically 
belong  in  the  other  act,  which  is  chiefly  concerned  with 
prohibitions  of  unlawful  practices. 

It  is  perhaps  needless  to  call  attention  to  the  fact  that 
both  these  acts  are,  of  necessity,  limited  to  fields  over 
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which  the  federal  government  has  jiurisdiction.  Ex- 
cept certain  provisions  on  national  banks,  they  deal 
exclusively  with  interstate  and  foreign  commerce. 

The  new  prohibitions  and  definitions  of  unlawful 
practices  in  the  two  acts  fall  imder  three  main  heads: 
(1)  those  relating  to  competitive  methods;  (2)  those 
relating  to  methods  and  forms  of  combination  in  re- 
straint of  trade;  and  (3)  those  relating  to  mismanage- 
ment of  railroads. 

I.  Unfair  Competitive  Methods 

Of  the  provisions  relating  to  methods  of  competition 
there  are  three  —  as  to  unfair  methods  in  general,  as  to 
price  discrimination,  and  as  to  restrictive  sales  and 
leases.  The  first  named  was  not  in  either  bill  as  it 
passed  the  House  but  was  added  by  the  Senate.  Being 
comprehensive  in  character  it  would,  if  broadly  inter- 
preted, have  rendered  unnecessary  the  more  specific 
provisions  of  the  House  bill  regarding  competitive 
methods  and  these  were  accordingly  struck  out  by  the 
Senate.  In  the  conference  committee  of  the  two 
houses,  however,  they  were  restored,  and  they  were 
finally  adopted,  tho  with  considerable  amendment. 

Section  5  of  the  trade-commission  act  provides  simply 
''  that  unfair  methods  of  competition  in  commerce  are 
hereby  declared  unlawful."  This  applies  to  individuals 
and  firms  as  well  as  corporations.  It  adds  no  definitions 
or  qualifications,  leaving  the  determination  of  what 
constitutes  unfair  competition  to  the  trade  conmiission 
and  the  courts.  In  this  respect  the  provision  is  similar 
to  that  of  the  interstate  commerce  act,  which  merely 
declares  unreasonable  railroad  rates  to  be  unlawful, 
leaving  it  to  the  interstate  commerce  commission  and 
the  courts  to  determine  what  rates  are  unreasonable. 
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In  other  words.  Congress  has  established  a  standard        '\ 
and  delegated  to  other  agencies  the  sub-legislative 
power  of  applying  or  interpreting  that  standard. 

There  was  much  opposition  to  this  general  provision 
on  the  ground  of  its  vagueness.  It  was  stoutly  main- 
tained that  no  business  man  would  know  where  he 
stood,  what  he  could  and  what  he  could  not  do.  The 
reply  to  this  was  that  the  methods  of  unfair  competition 
are  so  numerous,  so  varied  and  so  constantly  changing 
that  they  cannot  all  be  specifically  set  forth  by  Con- 
gress, and  that  a  law  which  attempted  to  do  so  would 
require  constant  amendment.  To  avoid  the  well- 
founded  objection  that  it  would  not  do  to  punish  a  man 
for  an  offense  indefinitely  described.  Congress  wisely 
prescribed  no  penalties  for  initial  violation  of  this 
section  but  provided  a  special  and  appropriate  proced- 
ure for  enforcebient. 

This  procedure  begins  with  action  by  the  federal 
trade  commission,  a  body  whose  composition  and  other 
powers  are  more  fully  described  later.  No  court  can 
take  initial  jmrisdiction  of  an  alleged  offense  against 
this  section  of  the  law;  no  prosecuting  attorney  bring 
an  indictment.  The  commission  is  not  even  obliged 
to  take  action.  The  law  declares  that  whenever  the 
commission  has  reason  to  believe  that  any  person  or 
concern  is  using  unfair  methods  of  competition  it  shall 
proceed,  *'  if  it  shall  appear  to  the  commission  that  a 
proceeding  by  it  in  respect  thereof  would  be  to  the 
interest  of  the  public."  The  language  just  quoted  was 
incorporated  in  the  bill  in  the  conference  and  was  not  in 
it  as  first  passed  by  the  Senate.  While  in  a  sense  the 
clause  materially  weakens  the  law,  there  can  be  little 
doubt  of  its  propriety,  at  least  as  a  temporary  device. 
In  its  absence  the  commission  would  be  obliged  to  take 
up  every  case  of  unfair  competition,  however  unimpor- 
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tant  and  however  little  it  actually  tended  to  bring  about 
monopoly.  Instances  of  more  or  less  unfair  competi- 
tion are  simply  innumerable  in  the  business  world,  and 
it  is  vain  for  the  government  to  attempt,  under  present 
conditions,  to  prevent  them  ail.  The  trade  commission 
would  find  its  hands  full  indeed  if  it  had  to  take  up 
every  complaint  brought  before  it.  The  interference 
with  business  which  would  result  from  a  multitude  of 
proceedings  on  the  part  of  the  commission  would  prob- 
ably more  than  offset  the  good  accomplished  by  the 
actual  suppression  of  more  important  and  serious 
abuses. 

The  conmiission  having  decided  to  take  up  a  case  of 
unfair  competition  must  give  a  hearing,  after  which  it 
may  issue  an  order  requiring  the  discontinuance  of  the 
unfair  practice.  This  order,  however,  is  not  inmie- 
diately  enforceable.  If  the  person  or  concern  to  whom 
it  is  directed  fails  to  obey,  the  commission  must  apply 
to  the  circuit  court  of  appeals  for  its  enforcement.  It 
will  be  recalled  that  a  similar  procedure  formerly  pre- 
vailed in  case  of  the  failure  of  a  railroad  to  obey  an 
order  of  the  interstate  conmierce  commission,  but  by 
the  amendment  of  1906  a  penalty  was  provided  for 
failing  to  obey  such  an  order  and  the  railroad  could 
escape  the  penalty  only  by  taking  the  initiative  in 
applying  to  the  courts  for  relief.  It  is  perhaps  unfortu- 
nate that  this  amended  procedure  was  not  followed  in 
the  trade-commission  act.  The  circuit  court  of  appeals 
is  given  exclusive  jurisdiction  of  cases  relating  to  orders 
of  the  commission,  thus  avoiding  the  delay  of  appeals 
from  lower  courts. 

The  power  of  review  given  to  the  court  with  respect 
to  orders  of  the  trade  commission  is  not  without  limits. 
The  law  provides  that  the  findings  of  the  commission 
as  to  the  facts,  if  supported  by  testimony,  shall  be 
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conclusive,  tho  the  court,  if  it  deems  necessary,  may 
order  additional  evidence  to  be  taken  before  the  com- 
mission. In  other  words,  the  court  is  supposed  to 
confine  itself  to  questions  of  law.  Doubtless,  however, 
the  courts  will  treat  the  question  whether  a  particular 
practice  in  competition  is  unfair  or  otherwise  as  one  of 
law  rather  than  of  fact,  and  a  very  wide  field  for  judge-\ 
made  legislation  is  thus  opened. 

No  specific  penalties  appear  in  the  trade-commission 
act  for  failure  to  obey  an  order  of  the  court  confirming 
an  order  of  the  commission  with  respect  to  unfair 
competition.  However,  the  general  provision  con- 
tained in  the  anti-trust  act  as  to  penalties  for  contempt 
of  coiu*t  would  apply.  The  maximum  penalty  for  a 
natiu*al  person  is  $1000  or  six  months'  imprisonment. 

In  the  anti-trust  bill  as  it  passed  the  House  the  prac- 
tices of  price  discrimination  and  of  restrictive  sales  and 
leases  were  made  subject  to  penalties  of  fine  and 
imprisonment.  In  the  act  as  finally  revised  by  the 
conference  committee  and  passed  these  penalties  were 
cut  out,  and  the  procedure  for  enforcing  the  prohibition 
of  these  practices  was  made  similar  to  that  for  enforc- 
ing the  general  provision  as  to  unfair  methods  of  com- 
petition. There  is  this  substantial  difference,  however, 
that  in  the  anti-trust  act  the  Words  ^'  if  it  shall  appear 
to  the  commission  that  a  proceeding  by  it  would  be  to 
the  interest  of  the  public  "  do  not  appear. 

This  elimination  of  penalties  and  other  similar 
changes  made  in  the  conference  were  vigorously 
attacked  on  the  floor  both  of  House  and  Senate.  It 
was  charged  that  the  "  teeth  "  had  been  taken  out  of 
the  bills.  There  is  little  reason  to  doubt,  however, 
that  even  as  to  these  more  specifically  defined  practices 
it  is  much  better,  at  least  for  the  time  being,  that  pro- 
ceedings should  begin  only  with  the  trade  commission. 
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Its  expert  investigation  of  the  facts  should  be  much  more 
satisfactory  than  could  be  expected  in  an  ordinary 
criminal  prosecution.  Indeed,  in  all  probability  the 
law  will  be  enforced  more  vigorously  and  effectively 
under  this  procedure  than  it  could  have  been  in  any 
other  way.  It  is  a  great  mistake  to  suppose  that  the 
establishment  of  severe  penalties  for  statute-made 
offenses,  not  recognized  as  offenses  by  the  common 
practice  of  the  business  world,  will  forthwith  assure 
their  cessation. 

This  comprehensive  provision  regarding  unfair  com- 
petitive methods  bids  fair  to  inaugurate  a  marked 
improvement  in  business  practices  in  the  United  States 
and  to  do  much  toward  checking  the  growth  of  monop- 
oly. In  a  certain  sense  the  new  provision  adds  little 
to  the  Sherman  anti-trust  act.  It  will  be  recalled  that 
that  act  explicitly  prohibits  the  monopolization  of 
interstate  or  foreign  trade  or  the  attempt  to  monopolize 
it.  Unfair  competitive  practices,  if  carried  to  such  a 
degree  as  to  justify  their  suppression  by  government, 
are  in  most  cases,  if  not  in  all,  attempts  to  monopolize. 
The  most  significant  feature  of  the  new  legislation  is  the 
expert  machinery  for  investigating  the  facts  and  for 
making  at  least  the  initial  determination  as  to  what 
constitutes  an  imfair  practice  injiuious  to  the  public 
interest. 

As  regards  price  discrimination,  the  anti-trust  bill 
as  it  passed  the  House  provided  that  any  person  who 
discriminated  in  price  between  different  piu*cha8ers  in 
the  same  or  different  sections  "  with  the  purpose  or 
intent  thereby  to  destroy  or  wrongfully  injure  the 
business  of  a  competitor "  was  subject  to  penalty. 
Rejected  by  the  Senate,  restored  and  amended  in  con- 
ference, the  section  (§  2  of  the  anti-trust  act)  omits  the 
words  just  quoted  and  declares  such  discrimination 
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unlawful  only  where  the  effect "  may  be  to  substantially 
lessen  competition  or  tend  to  create  a  monopoly." 
Moreover,  to  the  unimportant  and  proper  exceptions 
contained  in  the  House  bill  is  added  the  exception  of 
discrimination  ''  made  in  good  faith  to  meet  competi- 
tion." 

The  wisdom  of  the  first  of  these  two  changes  can 
scarcely  be  doubted.  The  purpose  of  all  competition, 
at  least  in  a  sense,  is  to  destroy  the  business  of  competi- 
tors. Price  discrimination  is  an  all  but  universal 
practice  and  is  not  necessarily  injiuious  or  calculated 
to  bring  about  a  monopoly.  The  House  bill  if  broadly 
interpreted  would  virtually  have  prohibited  price 
discrimination  altogether;  it  went  too  far.  On  the 
other  hand,  to  permit  price  discrimination  when  made 
to  "  meet  competition  "  may  largely  defeat  the  effective- 
ness of  this  section.  The  great  corporation  or  combina- 
tion that  seeks  to  drive  out  a  small  competitor  by  price 
discrimination  usually  maintains  that  ail  it  does  is  in 
good  faith  to  meet  competition.  The  Standard  Oil 
Company,  for  example,  may  have  the  entire  oil  trade 
of  a  given  town.  It  may  be  charging  excesssive  prices 
there.  A  competitor  seeking  to  gain  a  foothold  enters 
the  town  and  offers  oil  at  a  somewhat  lower  price,  but 
still  a  fair  price.  The  Standard  meets  this  price,  per- 
haps goes  below  it.  The  merchants  being  accustomed 
to  deal  with  the  Standard  give  little  patronage  to  the 
competitor,  who  must  cut  again,  and  so  the  process  goes 
on  till  prices  are  below  cost.  Meantime  the  Standard 
recoups  itself  for  reduced  prices  in  the  town  in  question 
by  advancing  them  elsewhere;  the  less  fortimate 
competitor  is  driven  out  of  business.  It  is  doubtful 
whether  under  the  phraseology  of  the  new  statute  such 
tactics  could  be  held  unlawful,  altho  they  certainly 
would  tend  to  create  monopoly. 
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It  would  appear,  therefore,  that  the  section  with 
regard  to  price  discrimination,  so  far  from  adding  to 
the  effectiveness  of  the  general  provision  as  to  unfair 
competitive  methods,  may  actually  weaken  it. 

The  Senate,  as  already  indicated,  struck  out  the  pro- 
vision of  the  House  bill  prohibiting  in  general  terms 
the  practice  of  restrictive  sales  and  leases.  It  substi- 
tuted, however,  a  somewhat  similar  provision  relating 
only  to  patented  articles.  The  Senate  evidently  feared 
lest  the  holder  of  a  patent  might  claim  by  reason  of 
the  patent  the  right  to  do  that  which  if  done  by  others 
would  be  held  unfair  competition.  The  courts  had 
already  upheld  restrictive  sales  and  leases  of  patented 
articles.  In  conference,  however,  this  section  of  the 
bill  was  again  made  general  in  application,  explicit 
reference  being  made  to  both  patented  and  unpatented 
articles.  Section  3  of  the  anti-trust  act  declares  it  un- 
lawful for  any  person  to  lease  or  sell  goods  or  fix  a  price 
therefor  on  the  condition  or  understanding  that  the 
lessee  or  purchaser  shall  not  use  or  deal  in  the  goods  of  a 
competitor.  In  conference  was  added  the  qualification 
"  where  the  effect  .  .  .  may  be  to  substantially  lessen 
competition  or  tend  to  create  a  monopoly." 

Again  there  can  be  no  doubt  of  the  wisdom  of  this 
qualifying  clause.  It  is  common  in  many  branches  of 
business  to  make  sales  or  leases  subject  to  the  condition 
of  exclusive  patronage.  The  practice  is  by  no  means 
necessarily  objectionable.  It  is  substantially  akin  to 
the  practice  of  establishing  agencies  which  handle  goods 
on  commission  or  on  a  salary  basis,  and  which  are  not 
allowed  to  handle  similar  goods  of  other  sellers.  One 
seller  has  one  dealer  to  handle  his  goods  exclusively, 
another  competing  seller  another  dealer  and  so  on. 
Competition  instead  of  being  restrained  may  be  made 
the  more  effective  thereby.    Often  this  may  be  the  only 
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effective  way  of  securing  the  distribution  of  the  goods 
in  a  given  locality.  An  unqualified  prohibition  of 
"  tying  contracts  "  would  have  been  unfortunate.  On 
the  other  hand,  such  contracts  have  been  in  some  cases 
an  important  means  of  creating  or  protecting  monopoly, 
and  where  that  is  the  case  they  should  be  prohibited  as 
the  law  now  prohibits  them. 

It  may  be  noted  that  there  was  a  provision  in  the  bill 
as  it  passed  the  House  making  it  unlawful  for  mine 
operators  and  certain  other  concerns  to  refuse  to  sell 
their  products  to  any  responsible  person.  This  was 
struck  out  by  the  Senate  as  of  doubtful  constitutionality 
and  has  not  been  restored. 

II.  New  Provisions  on  Combinations  in 
Restraint  of  Trade 

We  come  now  to  consider  those  provisions  of  the  new 
legislation  which  seek  to  clarify  and  extend  the  defini- 
tions of  forbidden  contracts  and  combinations  in 
restraint  of  trade.  These  provisions,  which  are  con- 
fined to  the  anti-trust  act,  relate  chiefly  to  intercor- 
porate stockholdings  and  to  interlocking  directorates. 

If  broadly  interpreted,  the  Sherman  anti-trust  act 
without  amendment  could  be  made  to  reach  every 
harmful,  or  potentially  harmful,  combination  in  re- 
straint of  interstate  trade,  however  indirect  its  form. 
That  act  declares  ''  every  contract,  combination  in  the 
form  of  trust  or  otherwise,  or  conspiracy  in  restraint  of 
trade ''  to  be  unlawful.  The  language  is  comprehensive 
in  the  extreme.  To  be  sure,  the  Supreme  Court  has 
declared  that  the  Sherman  act  must  be  interpreted  in 
the  **  light  of  reason;  "  that  there  may  be  certain  con- 
tracts or  combinations  which  restrain  trade  in  only  a 
reasonable  manner  and  which  Congress  did  not  intend 
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to  make  unlawful.  President  Taft  and  others  have 
made  it  clear,  however,  that  the  Court  did  not  in  this 
statement  refer  to  any  contract  or  combination  that 
would  in  any  way  injure  the  people,  nor  did  it  contem- 
plate substituting  its  own  judgment  for  that  of  Congress. 
Those  restraints  of  trade  which  in  the  light  of  reason 
might  be  held  lawful  are  only  of  a  very  limited  class, 
such  as  were  lawful  at  common  law,  and  such  as  practi- 
cally every  one  recognizes  to  be  perfectly  legitimate. 
There  were  members  of  Congress  who  proposed  so  to 
amend  the  Sherman  act  as  to  leave  no  discretion  what- 
ever to  the  courts.  Practically,  tho  they  would  not 
have  stated  it  in  so  many  words,  they  would  have  had 
the  law  declare  any  restraint  of  trade,  whether  reason- 
able or  unreasonable,  to  be  unlawful.  Better  counsels 
prevailed,  however,  and  no  such  provision  appears  in 
the  new  legislation. 

The  Sherman  law  being  thus  broad  and  compre- 
hensive, the  lawyer  and  the  economist  alike  look  with 
critical  eye  upon  any  attempt  to  add  to  its  definitions. 
Has  the  new  legislation  strengthened  our  ability  to 
prevent  combinations  in  restraint  of  trade  ?  Has  it 
forbidden  anything  which  ought  not  to  be  forbidden  ? 
Has  it  gone  far  enough,  or  gone  too  far  ? 

Section  7  of  the  anti-trust  act  contains  the  pro- 
visions on  intercorporate  stockholdings.  It  declares, 
first,  that  no  corporation  shall  acquire  directly  or  in- 
directly any  part  of  the  stock  of  another  corporation, 
where  the  effect  ''  may  be  to  substantially  lessen 
competition  "  between  the  two  corporations,  "  or  to 
restrain  such  commerce  ...  or  to  tend  to  create  a 
monopoly."  A  similar  provision  is  made  with  regard 
to  holding  companies;  no  corporation  may  acquire 
stocks  in  two  or  more  corporations  under  the  con- 
ditions above  set  forth.     Common  carriers  are  in- 
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eluded  among  the  corporations  covered.  There  are 
various  exceptions  to  these  broad  prohibitions,  but  the 
only  one  of  importance  relates  to  stockholdings  hereto- 
fore acquired.  In  other  words,  the  act  applies  only  to 
future  acquisitions  of  stock  and  does  not  undertake 
to  undo  things  already  accomplished.  Of  course  there 
is  a  clause  to  the  effect  that  the  act  shall  not  make  law- 
ful anything  theretofore  prohibited  by  the  anti-trust 
laws;  intercorporate  stockholdings  which  were  unlaw- 
ful imder  the  Sherman  act  may  still  be  attacked. 

This  section  seems  to  add  nothing  of  real  value  to  the 
Sherman  act.  Moreover,  if  strictly  construed,  it 
prohibits  that  which  should  not  be  prohibited.  Under 
the  Sherman  law  the  courts  have  already  held  inter- 
corporate stockholdings  unlawful  when  they  result  in 
unreasonable  restraint  of  trade  or  in  a  tendency  toward 
monopoly.  Several  of  the  great  trust  cases  decided 
by  the  Supreme  Court  have  turned  on  this  point  — 
the  Standard  Oil  case,  the  Tobacco  case,  the  Northern 
Securities  case,  the  Union  Pacific  case  and  others.  The 
new  law,  however,  prohibits  the  acquisition  of  stocks  not 
merely  where  competition  in  (he  trade  —  that  is  in  the 
business  concerned  as  a  whole  —  is  restrained;  but 
also  where  merely  the  competition  between  the  partic- 
ular corporations  directly  concerned  is  lessened.  A 
lessening  of  the  competition  between  two  corporations 
may  increase  the  competition  in  the  branch  of  industry 
or  conmierce  in  which  they  are  engaged.  One  corpora- 
tion may  control,  say,  one-tenth  of  a  given  branch  and 
another  corporation  one-twentieth.  The  acquisition 
of  stock  in  one  by  the  other  may  completely  destroy 
competition  between  them,  but  may  thereby  render 
them  more  efficient  in  competing  with  other  concerns. 

Doubtless  the  exercise  of  discretion  by  prosecuting 
authorities  and  courts  will  result  in  weakening  the 
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prohibitions  of  this  section.  In  few  eases  perhaps  will 
suits  actually  be  brought  and  won  by  the  government 
unless  the  public  interest  is  threatened  by  the  inter- 
corporate stockholdmg.  That,  however,  does  not 
justify  placing  an  economic  and  legal  absurdity  on  the 
statute  book.  It  is  strange  that  Congress  did  not  use, 
with  respect  to  intercorporate  stockholding,  language 
similar  to  that  used  regarding  interlocking  directorates, 
which  is  far  more  closely  guarded. 

The  administration  anti-trust  bill,  as  originally  intro- 
duced in  Congress,  contained  a  provision  with  regard  to 
interlocking  directorates  which,  had  it  been  enacted, 
would  have  been  little  less  than  disastrous.  Virtually 
it  prohibited  the  interlocking  of  directorates  altogether, 
regardless  of  its  effect.  If  two  corporations,  which 
together  had  only  a  small  fraction  of  a  given  business, 
should  have  one  conunon  director,  and  if  such  corpora- 
tions were  natural  competitors,  the  corporations  would 
have  been  made  subject  to  the  penalties  of  the  Sherman 
anti-trust  law. 

As  it  passed  the  House  this  absurd  and  drastic  pro- 
vision was  toned  down  greatly,  and  in  the  Senate  it  was 
still  farther  shorn  of  claws  by  the  omission  of  the 
penalty.  In  its  final  form  the  section  (§  8  of  the  anti- 
trust act)  applies  only  to  large  corporations  and  only  in 
cases  where  the  elimination  of  competition  by  agree- 
ment between  them  would  be  unlawful.  No  person,  it 
declares,  shall,  after  two  years  from  the  passage  of  the 
act,  be  a  director  in  any  two  or  more  corporations,  any 
one  of  which  has  capital,  surplus  and  undivided  profits 
aggregating  more  than  one  million  dollars,  if  such  cor- 
porations have  been  theretofore  competitors  "  so  that 
the  elimination  of  competition  by  agreement  between 
them  would  constitute  a  violation  of  any  of  the  pro- 
visions of  any  of  the  anti-trust  laws/'     Nothing  is 
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said  about  community  of  officers  or  employees  other 
ihan  directors.  Banks  and  common  carriers  are 
exempted  from  this  general  provision;  but  there  are 
special  provisions  regarding  banks. 

If  the  fact  that  two  or  more  corporations  had  common 
directors  did  actually  result  in  restraint  of  competition 
—  not  merely  between  the  corporations  concerned  but 
in  the  trade  generally  —  the  courts  could  and  probably 
would  have  held  it  unlawful  under  the  Sherman  act. 
In  several  decisions  in  which  combinations  based  on 
intercorporate  stock  ownership  have  been  dissolved, 
the  courts  have  prohibited  the  segregated  parts  from 
having  common  officers  or  directors.  The  new  act, 
however,  goes  farther  and  prohibits  corporations  from 
having  the  same  directors  even  tho  they  do  as  a  matter 
of  fact  actively  compete,  provided  only  that  an  agree- 
ment between  the  corporations  to  eliminate  competition 
would  be  unlawful.  In  effect  it  makes  the  interlocking 
of  directors  in  such  case  conclusive  evidence  of  com- 
bination to  restrain  trade.  Perhaps  on  the  whole  this 
is  wise,  for  there  is  at  least  some  tendency  to  eliminate 
competition  where  even  a  single  individual  is  a  director 
in  two  or  more  potentially  competitive  corporations. 

The  importance  of  this  legislation,  however,  has  been 
greatly  exaggerated  by  its  sponsors.  The  real  evil  is 
not  community  of  directors  but  commimity  of  stock 
ownership.  It  will  be  easy  enough  for  an  individual 
or  group  who  hold  stock  in  several  corporations  to  elect 
different  men  as  directors  who  will  act  in  harmony. 
The  director  is  but  the  voice  of  those  who  elect  him. 
Dummy  directors  are  no  new  thing  and  they  will  doubt- 
less be  more  numerous  under  this  act  than  at  present. 

Apparently  no  one  seriously  proposed  in  Congress 
to  restrict  conununity  of  stock  ownership  by  individuals. 
As  I  have  pointed  out  elsewhere,^  the  courts  have 

>  In  tUs  JounuO,  May,  1014,  p.  406. 
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expressly  tolerated  community  of  interest  in  cases 
where  it  was  almost  self-evident  that  the  result  must  be 
to  prevent  competition.  They  have  seemed  to  consider 
it  an  inalienable  right  of  the  individual  to  hold  what 
stocks  he  pleases.  The  "  dissolution  "  of  trusts  by 
distributing  the  stocks  of  subsidiary  companies  pro 
rata  among  the  stockholders  of  a  controlling  company 
is  little  more  than  a  farce.  The  investigations  of  the 
Pujo  committee  emphasized  the  enormous  extent  and 
influence  of  community  of  stock  interest  as  well  as  of 
interlocking  directorates.  But  Congress  seemed  to 
be  of  the  same  mind  as  the  courts  with  respect  to  the 
impossibility,  or  the  unconstitutionality,  of  attempting 
to  check  the  former.  Some  day  our  law  makers  will 
grow  bolder;  they  will  not  permit  any  supposed 
right  of  private  property  to  serve  as  a  bulwark  for 
monopoly. 

The  special  provisions  regarding  interlocking  direc- 
torates of  banks,  as  passed  by  the  House,  were  struck 
out  by  the  Senate  on  the  ground  that  the  matter  could 
best  be  provided  for  in  connection  with  the  banking 
laws.  These  provisions  were,  however,  restored,  with 
some  modifications,  by  the  conference  committee  and 
enacted  into  law.  They  prohibit  interlocking  of 
directors,  officers  or  employees  among  large  banks  — 
those  having  deposits,  capital,  surplus  and  undivided 
profits  aggregating  more  than  five  million  dollars  — 
wherever  located.  Moreover,  subject  to  minor  excep- 
tions, no  two  banks,  of  whatever  size,  in  a  city  of  more 
than  200,000  inhabitants  may  have  a  common  director, 
officer  or  employee.  Naturally  Congress  has  not  imder- 
taken  to  regulate  private  banks  or  those  organized  under 
state  laws,  but  the  act  does  apply  to  relations  between 
a  national  bank  on  the  one  hand  and  a  private  or  state 
bank  on  the  other. 
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This  provision  as  to  banks  is  not  qualified  by  any 
reference  to  the  effect  of  the  interlocking.  It  is  not  on 
its  face  directed  against  monopoly  or  restraint  of  com- 
petition among  banks  or  in  other  business.  The  con- 
stitutionality of  this  provision  cannot  be  questioned^ 
since  the  national  banks  are  creatures  of  the  federal 
government.  As  to  its  justice  and  propriety  there  may 
be  some  doubt,  and  as  to  its  effectiveness,  for  the  reasons 
already  mentioned  above,  still  more  doubt.  The 
investigations  of  the  Pujo  committee  have  indeed  made 
clear  the  immense  power  of  concentrated  banking  in- 
terests. If  that  power  can  be  weakened  by  this  new 
legislation,  most  people  will  welcome  it,  even  tho  the 
law  may  incidentally  prevent  interlocking  directorates 
among  banks  where  no  disadvantage  would  result 
therefrom. 

It  may  be  noted  that  there  are  no  direct  penalties  for 
violation  of  the  provisions  as  to  intercorporate  stock- 
holding and  interlocking  directorates.  The  enforce- 
ment rests  with  the  interstate  trade  commission  by  a 
procedure  similar  to  that  in  the  case  of  unfair  com- 
petitive methods. 

While,  as  abeady  indicated,  a  good  many  teeth  were 
drawn  from  the  anti-trust  bill  during  its  progress 
through  Congress,  there  remains  one  provision  which 
distinctly  increases  the  terrors  of  the  law.  Section  14 
of  the  new  act  provides  that  whenever  a  corporation 
shall  violate  any  of  the  penal  provisions  of  any  of  the 
anti-trust  laws,  such  violation  shall  be  deemed  to  be 
also  that  of  the  individual  directors,  officers  or  agents 
who  have  authorized,  ordered  or  done  any  of  the  acts 
constituting  such  violation.  Upon  conviction  therefor 
any  such  director,  officer  or  agent  is  subject  to  fine  not 
exceeding  $5000  or  imprisonment  not  exceeding  one 
year  or  both. 
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As  is  well  known,  practically  no  imprisonments  have 
heretofore  resulted  from  the  enforcement  of  the  anti- 
trust laws.  Most  of  the  fines  in  criminal  cases  under 
them  have  been  assessed  against  corporations.  It  is 
true  that  individuals  could  be  punished  for  conspiracy 
under  the  Sherman  act;  but  this  new  section  will  prob- 
ably make  it  somewhat  easier  to  punish  them.  There  is 
no  immediate  likelihood,  however,  that  the  prisons  will 
be  overcrowded  with  trust  offenders. 

The  anti-trust  act  provides  (§4)  that  any  person 
injured  in  business  or  prpperty  by  reason  of  anything 
forbidden  in  the  anti-trust  laws  may  sue  and  recover 
three-fold  damages.  This  merely  extends  the  provision 
of  the  Sherman  act  so  as  to  cover  all  anti-trust  laws 
including  the  new  act  itself. 

Section  5  provides  that  a  final  judgment  or  decree  in 
any  suit  brought  by  the  United  States  under  the  anti- 
trust laws,  to  the  effect  that  the  defendant  has  violated 
those  laws,  shall  be  jnima  facie  evidence  against  such 
defendant  in  any  suit  or  proceeding  brought  by  any 
other  party  against  him  or  it  under  the  same  laws. 
The  House  biU  would  have  made  such  judgment  or 
decree  conclusive  evidence,  but  the  words  jnima  fade 
were  substituted  in  the  Senate.  No  one  can  seriously 
doubt  the  propriety  of  this  new  provision.  It  is  a  need- 
less burden  upon  a  state,  or  upon  a  person  injured  by 
a  violation  of  the  anti-trust  laws,  to  have  to  prove  inde- 
pendently that  the  trust  laws  have  been  violated  when 
the  matter  has  already  been  determined  in  a  govern- 
ment suit. 
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III.  Mismanagement  of  Railroads 

The  revelations  of  the  Pujo  investigation,  of  the  New 
Haven  investigation  and  of  other  recent  investigations 
with  reference  to  mismanagement  of  raihroads  and  the 
mulcting  of  their  stockholders  have  led  to  some  drastic 
provisions,  placed,  perhaps  somewhat  illogically,  in 
the  anti-trust  act. 

Those  investigations  had  shown  that  great  banks  had 
often  made  unreasonable  gains  from  the  financing  of 
railroads;  that  dummy  construction  companies  and 
equipment  concerns  in  which  railroad  officers  were 
interested  had  made  fat  profits  at  the  expense  of  the 
stockholders  of  the  road.  The  anti-trust  bill,  as  it 
passed  the  House,  simply  prohibited  interlocking  of 
directors  or  officers  between  a  railroad  and  a  concern 
of  the  kind  specified  with  which  it  did  business.  In  the 
Senate,  however,  it  was  suggested  that  there  might  be 
cases  where  such  relations  were  proper  and  desirable 
and  that  regulation  rather  than  prohibition  was  called 
for.  Substantially  the  provisions  adopted  by  the 
Senate  have  now  become  law  (§  10).  No  common 
carrier  may  have  dealings  in  securities  or  in  supplies 
or  may  make  contracts  for  construction  or  maintenance, 
to  the  amount  of  more  than  $50,000  in  any  one  year, 
with  a  concern  in  which  any  director  or  any  of  certain 
specified  officers  of  the  railroad  is  interested,  except 
under  the  conditions  specified  in  the  act.  These  con- 
ditions are,  virtually,  competition,  publicity  and  super- 
vision by  the  interstate  commerce  commission.  If  the 
concern  in  question  is  the  most  favorable  bidder  under 
competitive  bidding,  the  railroad  may  do  business  with 
it,  but  it  must  report  the  transactions  to  the  inter- 
state commerce  commission  in  detail  and  the  com- 
mission may  investigate  to  see  whether  there  has  been 
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any  abuse.     Penalties  are  provided  for  violation  of 
this  section. 

Another  outcome  of  the  recent  revelations  of  railroad 
abuses  is  in  section  9  of  the  anti-trust  act,  which  de- 
clares that  an  officer  or  director  of  a  common  carrier 
who  ''  embezzles,  steals,  abstracts  or  wilfully  mis- 
applies or  wilfully  permits  to  be  misapplied  "  its  money, 
securities  or  property  is  guilty  of  a  felony.  Such  acts 
are,  in  general,  already  made  crimes  under  the  laws  of 
the  individual  states,  but  it  will  perhaps  be  possible  for 
the  federal  government  to  enforce  them  more  effectively 
in  the  case  of  interstate  carriers. 

lY.  The  Federal  Trade  Commission 

By  all  odds  the  most  important  feature  of  the  new 
trust  legislation  is  the  creation  of  a  federal  trade  com- 
mission. The  commission  is  composed  of  five  members, 
appointed  by  the  President  with  the  advice  and  consent 
of  the  Senate.  Not  more  than  three  may  be  of  the  same 
political  party  —  a  provision  which  is  of  doubtful 
merit,  as  it  really  recognizes  party  lines  in  the  admin- 
istration of  th^^t  which  should  be  looked  upon  as  wholly 
outside  of  those  lines.  The  term  of  office  is  seven 
years  and  the  salary  $10,000.  The  commission  is  in 
fact  to  be  a  body  of  similar  dignity  with  the  inter- 
state commerce  commission,  tho  the  latter  has  seven 
members. 

The  commission  is  to  take  over  the  bureau  of  cor- 
porations and  it  is  expected  that  the  head  of  that  bureau. 
Honorable  Joseph  E.  Davies,  will  be  a  member  of  the 
commission.  The  expert  employees  of  the  bureau  will 
be  a  useful  nucleus  for  the  force  of  the  commission. 
It  may  be  noted  that  the  special  experts  and  examiners 
which  the  commission  is  authorized  to  employ  are 
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exempted  from  the  classified  civil  service.  It  is  a  long 
step  from  a  bureau  of  corporations  headed  by  a  single 
commissioner  at  a  salary  of  $5000  to  a  board  of  five 
members,  each  paid  twice  that  salary.  Useful  as  have 
been  the  investigations  of  the  bureau,  the  public  has  a 
right  to  expect  from  this  great  new  conunission  results 
of  a  far  more  important  character. 

The  new  act  contains  full  provisions  as  to  the  investi- 
gatory powers  of  the  trade  commission.  In  substance 
it  gives  the  commission  complete  power  to  investigate 
the  affairs  of  all  corporations  engaged  in  interstate  or 
foreign  commerce,  except  common  carriers  and  banks. 
The  conmiission  and  its  agents  have  access  to  the  books 
and  records  of  corporations  and  may  require  by  sub- 
poena the  production  of  any  or  all  of  their  papers. 
Witnesses  may  also  be  required  to  appear  and  testify. 
There  are  the  usual  provisions  regarding  testimony 
tending  to  incriminate  its  giver;  he  may  not  refuse  to 
testify  on  that  account,  but  is  thereafter  immune  from 
prosecution. 

The  investigatory  powers  of  the  commission  thus  far 
mentioned  are  not  materially  greater  than  those  hereto- 
fore possessed  by  the  bureau  of  corporations.  But 
the  law  creating  that  bureau  made  no  definite  provision 
for  annual  or  special  reports  from  corporations,  and 
the  general  powers  of  investigation  conferred  on  it 
have  never  been  assumed  to  empower  the  bureau  to 
demand  such  reports.  The  new  law,  however,  explicitly 
authorizes  the  trade  conmiission  to  require  annual  or 
special  reports  from  any  corporation  engaged  in  inter- 
state or  foreign  commerce  except  banks  and  common 
carriers.  The  commission  is  not  compelled  to  call  for 
reports  from  every  corporation;  it  can  determine  what 
classes  of  corporations  or  what  particular  corporations 
must  report  and  also  determine  the  scope  and  character 
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of  the  infonnation  to  be  furnished.  The  commission 
may  require  the  reports  to  be  under  oath. 

These  powers  of  the  commission  with  respect  to 
reports  from  corporations  are  approximately  the  same 
as  those  given  to  the  interstate  commerce  commission 
with  respect  to  raih-oads.  The  trade  conmiission, 
however,  lacks  the  power  possessed  by  the  latter  to 
prescribe  systems  of  accounts  for  corporations  and  to 
prevent  them  from  keeping  other  accounts.  It  would 
doubtless  be  premature  to  give  the  trade  commission 
that  power.  To  devise  satisfactory  accounting  systems 
for  the  multiplicity  of  corporations  in  different  lines  of 
business  would  take  years.  Obviously  the  accounts 
cannot  be  uniform  to  any  such  degree  as  those  of  rail- 
roads. For  this  reason  the  reports  to  be  required  from 
corporations  will  necessarily  at  first  be  less  detailed 
than  those  made  by  railroads,  and  will  probably  not  be 
so  reliable,  even  tho  made  in  entire  good  faith. 

The  new  act  prescribes  penalties  for  failure  to  make 
reports  required  by  the  commission  or  for  making  false 
reports.  But  it  goes  much  further.  Any  person  who 
wilfully  makes  or  causes  to  be  made  any  false  entry  in 
any  account  or  record  kept  by  a  corporation  is  declared 
guilty  of  a  misdemeanor.  So  too  is  any  one  who  neg- 
lects or  fails  to  make  full  and  correct  entries  in  such 
accounts  and  records  of  all  facts  and  transactions 
appertaining  to  the  business  of  the  corporation.  This 
certainly  is  a  drastic  provision  and  will  have  to  be  inter- 
preted with  reasonable  liberality.  Finally,  penalties 
are  prescribed  for  altering  or  f alsif  jdng  any  documentary 
evidence  of  a  corporation  or  for  removing  it  out  of  the 
jiuisdiction  of  the  United  States.  The  salutary 
character  of  these  provisions  is  obvious. 

The  information  secured  from  the  reports  of  corpora- 
tions to  the  trade  comimission  will  not  merely  be  of 
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great  aid  to  that  commission  itself  in  the  exercise  of  its 
other  powers,  but  if  the  more  important  data  are  pub- 
lished they  will  serve  other  most  useful  purposes.  It 
has  been  a  common  contention  that  publicity  alone  will 
go  far  toward  preventing  excessive  charges  and  other 
corporate  abuses.  The  benefits  of  publicity  in  this 
direction  have  sometimes  been  exaggerated,  but  they 
are  important.  If  the  reports  show  that  corporations 
in  a  given  line  of  business  are  making  unusually  large 
profits  competition  will  be  the  more  likely  to  enter  the 
field  and  bring  down  prices. 

Under  the  new  act  the  trade  commission  itself 
decides  what  information  obtained  by  it  —  by  what- 
ever means  obtained  —  shall  be  made  public,  save  only 
that  the  law  prohibits  the  commission  from  publishing 
trade  secrets  and  names  of  customers.  The  term 
"  trade  secrets  *'  will  undoubtedly  be  taken  to  mean 
merely  secrets  as  to  processes  of  production  and  the 
like.  The  general  language  of  the  law  seems  to  imply 
the  expectation  that  a  great  deal  of  information  secured 
by  the  conunission  will  be  made  public.  It  is  sincerely 
to  be  hoped  that  the  trade  commission  will  see  fit  to 
make  public  all  the  important  information  it  secures 
through  the  system  of  reports  or  in  other  ways,  just  as 
the  interstate  commerce  commission  does.  It  wiU  be 
recalled  that  under  the  law  creating  the  bureau  of 
corporations  that  bureau  itself  has  no  power  to  deter- 
mine what  information  secured  by  it  shall  be  made 
public,  the  determination  resting  with  the  President. 
As  a  matter  of  fact  the  President,  presumably  at  the 
instance  of  the  bureau,  has  withheld  much  information 
regarding  individual  corporations  which  would  have 
been  of  material  value  to  the  public.  A  few  years  ago 
sentiment  in  the  business  world  was  scarcely  ripe  for 
such  a  measure  of  publicity  as  may  properly  be  de- 
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manded  today.  In  fact  great  corporations  are  more 
and  more  on  their  own  initiative  adopting  the  policy 
of  making  full  reports  to  the  public.  The  injury  to  a 
business  concern  from  the  disclosure  of  its  affairs  is  sel- 
dom serious,  and  any  concern  whose  business  is  so  great 
as  to  affect  materially  the  welfare  of  masses  of  people 
has  no  right  to  consider  itself  a  private  institution. 

Reference  has  already  been  made  to  the  important 
powers  of  the  interstate  trade  conunission  as  to  the 
enforcement  of  the  new  provisions  of  the  anti-trust 
legislation.  The  general  prohibition  of  unfair  competi- 
tive methods,  that  of  price  discrimination  and  that  of 
restrictive  sales  and  leases  are  enforceable  only  through 
the  conmussion.  The  same  is  true  of  the  prohibitions 
with  regard  to  intercorporate  stock  ownership  and 
interlocking  directorates,  —  except  as  they  relate  to 
banks  and  common  carriers,  where  other  federal 
boards  have  jurisdiction.  This  is  clearly  as  it  should 
be,  at  least  for  the  time  being.  The  conmiission 
through  its  expert  investigation  will  be  able  soon  to 
amass  a  great  body  of  information  regarding  com- 
petitive methods  and  methods  of  combination.  Such 
information  is  largely  lacking  at  the  present  time.  On 
the  basis  of  such  information  the  conunission  should 
develop  a  sounder  judgment  regarding  these  matters 
than  could  be  expected  of  prosecuting  officers  or  judges. 

In  addition  to  its  special  powers  in  the  enforcement  of 
the  provisions  mentioned,  the  commission  ia  required  to 
aid  in  the  enforcement  of  the  anti-trust  laws  generally 
(§  6).  On  the  direction  of  the  President  or  either  house 
of  Congress  it  has  the  power  and  duty  to  investigate 
and  report  the  facts  relating  to  alleged  violation  of  the 
anti-trust  acts  by  any  corporation.  Upon  the  applica- 
tion of  the  attorney  general  it  must  investigate  and 
make  recommendations  in  order  that  a  corporation 
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alleged  to  be  violating  the  anti-trust  acts  ''  may  there- 
after mamtain  its  organization,  management  and  con- 
duct of  business  in  accordance  with  law."  It  is  well 
known  that  in  a  number  of  instances  in  recent  years 
corporations  and  combinations  have,  without  suit  by 
the  government,  changed  their  organization  or  methods 
of  business,  with  a  view  to  conforming  to  the  Sherman 
act.  In  such  cases  they  have  usually  consulted  the 
attorney  general  and  secured  his  approval.  Thus  to 
readjust  business  without  appeal  to  the  courts  is  evi- 
dently desirable.  It  saves  expense  and  friction.  It 
is  obvious,  however,  that  an  expert  body  like  the  trade 
commission  will  be  in  a  much  better  position  than  the 
attorney  general  to  suggest  the  proper  changes  in 
practices  and  in  organization. 

Again,  the  new  law  provides  (§  7)  that  the  trade  com- 
mission may  be  called  upon  for  assistance  and  advice 
in  connection  with  the  actual  conduct  of  a  suit  in 
equity  brought  by  the  government  imder  the  anti- 
trust acts.  The  court  may  upon  the  conclusion  of  the 
testimony  in  such  a  suit,  if  it  is  of  the  opinion  that  a 
decree  should  be  made  against  the  defendants,  ''  refer 
said  suit  to  the  commission,  as  a  master  in  chancery, 
to  ascertain  and  report  an  appropriate  form  of  decree 
therein."  The  court,  of  course,  can  reject  such  a 
report  in  whole  or  in  part.  It  is  very  likely  not  only 
that  the  courts  will  in  fact  often  call  upon  the  com- 
mission but  that  they  will  usually  follow  its  suggestions. 
This  again  is  a  provision  of  much  importance.  Had 
the  recommendations  of  an  expert  body  such  as  the 
trade  conmiission  been  before  the  court  in  connection 
with  the  dissolution  of  the  Standard  Oil  Company,  for 
example,  it  is  scarcely  conceivable  that  that  dissolution 
should  have  taken  a  form  so  ineffective  as  it  did.  How 
to  secure  a  satisfactory  dissolution  of  a  trust  is  an 
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immensely  difficult  economic  problem,  rather  than  a 
legal  problem.  A  plan  must  be  devised  which  will  at 
the  same  time  effectively  restore  competition  and  avoid 
hardship  to  the  owners  or  stockholders  of  the  combina- 
tion and  undue  shock  to  the  business  world. 

Finally,  the  trade  commission  imder  the  new  law  (§  6) 
may  on  its  own  initiative  investigate  the  manner  in 
which  any  decree  against  a  defendant  in  a  suit  brought 
by  the  government  to  restrain  violation  of  the  anti- 
trust acts  is  being  carried  out.  Upon  the  application 
of  the  attorney  general  it  is  its  duty  to  make  such  an 
investigation.  At  present  it  too  often  happens  that 
when  a  coiu*t  has  ordered  the  dissolution  of  a  combina- 
tion, or  issued  some  other  order  for  the  enforcement  of 
the  anti-trust  laws,  very  little  attention  is  given  by 
any  one  to  the  question  whether  the  decree  is  actually 
obeyed.  The  commission  should  be  able  to  render  a 
valuable  service  in  this  direction. 

The  trade  commission  is  also  directed  to  report  to 
Congress  from  time  to  time  its  recommendations  for 
further  legislation  regarding  corporations,  combinations 
and  trade  practices.  There  is  every  reason  to  believe 
that  the  commission  will  have  a  great  and  beneficial 
influence  upon  future  legislation.  If  Congress  had 
gone  no  farther  at  the  present  session  than  to  create 
such  a  commission,  give  it  plowers  of  investigation  and 
call  upon  it  for  recommendations  regarding  future 
action,  the  trust  legislation  would  have  been  well 
worth  while.  The  ordinary  methods  of  inquiry  on 
which  Congress  bases  legislation  are  by  no  means 
adequate  to  a  problem  as  vast  and  complex  as  the 
trust  problem.  The  time  is  not  yet  ripe  for  the  enact- 
ment by  Congress  of  a  mass  of  details  regarding  com- 
binations, corporations  and  competitive  methods.  In 
fact,  a  good  deal  even  of  the  legislation  actually  adopted 
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at  this  session  has  been,  as  already  shown,  a  trifle  inunar- 
ture.  It  is  better  to  proceed  slowly  and  surely  than 
to  make  blunders. 

The  creation  of  the  trade  commission  is,  therefore, 
a  great  forward  step.  All  parties  in  Congress  were 
alike  in  favoring  such  a  commission.  Public  sentiment 
throughout  the  country  demanded  it.  The  trusts  and 
corporations  were  in  general  glad  to  see  it  established. 
An  inquiry  sent  out  by  the  National  Chamber  of  Com- 
noeroe  to  its  constituents,  consisting  of  trade  organiza- 
tions throiighout  the  country,  elicited  an  almost 
unanimous  recommendation  of  such  a  commission. 
It  matters  not  so  much  what  its  particular  powers  are 
at  the  outset,  or  what  are  for  the  time  being  the  pro- 
visions of  law  as  to  trusts,  combinations  and  trade 
practices.  The  important  thing  is  to  have  a  body  of 
proper  dignity  devoted  to  the  expert  consideration  of 
these  great  problems.  A  great  responsibility  rests  upon 
the  President  in  the  selection  of  the  first  members  of  the 
new  commission,  and  every  one  awaits  his  action  with 
profound  interest.^ 

E.  Dana  Durand. 

Uniybbsitt  op  Minnesota. 

>  It  k  nol  neoeamy  here  to  ducuas  the  important  new  provinona  of  the  aati-triist 
aet  with  teferenoe  to  labor  or  thoae  with  reference  to  the  uee  of  the  injunction  and  the 
proeednre  for  eontempt  of  oourt.  While  the  latter  will  have  some  bearing  on  cases 
apoBBt  tmsta  and  corporations,  their  chief  significance  is  with  respect  to  labor  cases. 
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WAGES  BOARDS  IN  AUSTRALIA:  ^ 
I.  VICTORIA 

SUMMARY 

Introduction:  methods  of  wage  regulation,  98.  —  1.  The  anti- 
sweating  movement  in  Victoria,  101.  —  2.  Origin  and  introduction  of 
wages  boards,  107.  —  Parliamentary  history  of  the  minimum  wage  bill, 
110.  —  Main  features  of  the  act  of  1896,  120.  —  3.  Extension  of  the 
system  and  its  struggle  for  existence,  122.  —  Work  of  the  first  boards, 
123.  —  Act  of  1900,  126.  —  Crisis  of  1902, 131.  —  Report  of  the  Royal 
Commission  in  1903,  139.  —  The  system  made  permanent,  143.  — 
4.  Growing  popularity  of  the  boards,  144. 

IrUroduction.  —  Methods  of  Wage  RegtUation 

Governmental  regulation  of  wages  in  Australia  and 
New  SSealand  has  taken  place  by  one  or  more  of  the 
following  methods:  (1)  The  legal  prohibition  of  the 
payment  of  a  lower  wage  to  a  given  class  of  workers 
than  that  named  in  the  statute;  (2)  the  legal  prohibi- 
tion of  the  payment  of  lower  wages  or  rates  of  pay  in  a 
given  trade  than  those  agreed  to  in  a  compulsory 
conference  of  employers  and  employees  in  that  trade, 
usually  known  as  a  wages  board;  (3)  the  legal  prohibi- 
tion of  the  payment  of  lower  wages  or  rates  of  pay  in  a 
given  trade  or  industry  than  those  named  in  an  order 
of  a  compulsory  arbitration  court  after  the  hearing  of  an 
industrial  dispute. 

The  first  method,  altho  found  in  the  legislation  of 
New  SSealand  and  all  the  Australian  states,  has  for  us 
no  very  great  significance.  Almost  everywhere  it  was 
intended  to  put  an  end  to  a  practice  which  had  grown 

1  Ezpuflion  of  iMturas  delivwed  at  Hanrard  Univenity,  November,  1914. 
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up  in  the  sweated  trades  of  taking  on  youthful  workers 
under  the  pretense  of  teaching  them  a  trade  and  paying 
them  no  wages  during  their  apprenticeship.  When, 
after  some  weeks  or  months,  the  parents  suggested  that 
their  children  were  now  capable  of  earning  wages,  the 
"  learners ''  were  dismissed  and  new  ones  employed. 
The  statutory  minimum  wage  which  has  been  estab- 
lished to  put  an  end  to  this  practice  is  half-a-crown 
(61  cents)  a  week  in  Victoria,  4  shillings  (97  cents)  a 
week  in  South  Australia  and  New  South  Wales,  and 
5  shillings  ($1.2H)  a  week  in  New  SSealand,  Queensland 
and  Tasmania.  In  the  last  named  states  an  increase  of 
two  and  a  half  or  three  shillings  must  be  made  each  year 
until  a  minimum  wage  of  at  least  20  shillings  ($4.86)  a 
week  is  paid.  Generally  speaking,  these  laws  apply  to 
factories  only,  tho  there  are  some  exceptions.* 

Interesting  and  valuable  as  these  laws  may  be  in 
accomplishing  the  purpose  for  which  they  were  enacted, 
it  is  not  they  which  are  usually  thought  of  when  one 
speaks  of  governmental  regulations  of  wages  in  Aus- 
tralia. 

Regulation  of  wages  by  the  arbitration  courts  is  an 
important  —  perhaps  the  most  important  —  method 
known  to  the  people  of  Australia  or  New  Zealand  and 
it  seems  to  be  slowly  gaining  ground  in  those  countries. 
But  compulsory  arbitration  has  a  far  wider  range  of 
activities  than  the  regulation  of  wages,  altho  it  is  doubt- 
ful if  its  influence  is  in  any  respect  so  great  as  that  of  a 
regulator  of  wages  and  working  conditions.  It  was  not 
as  a  means  of  regulation  of  wages  in  any  large  sense, 
however,  but  as  a  means  of  settling  industrial  disputes 
that  compulsory  arbitration  was  thought  of  by  those 
persons  who  were  responsible  for  the  beginnings  of  such 
legislation.     The  compulsory  arbitration  act  of  1894  in 

>  Sebachner,  Die  Sonale  Fn«e  in  AustnUen  und  Neuaeelaod  (Jena,  1911),  p.  144. 
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New  Zealand  was  the  first  measure  of  this  sort  and  the 
control  over  wage  scales  which  it  authorized  was  sup- 
posed to  be  purely  incidental  to  its  main  purpose.  One 
of  its  supporters  in  the  upper  house  of  Parliament,  who 
has  since  become  its  severest  critic,  said  six  years  after 
the  passage  of  the  act  that  he  found  himself  "  driven  by 
candor  to  admit  that  the  system  is  not  in  any  sense 
what  it  piuTports  and  was  intended  to  be  —  a  means  of 
settling  industrial  disputes  —  and  is  rather  a  system 
for  the  regulation  of  the  industries  of  the  colony  by 
means  of  ordinances  (misnamed  '  awards ')  issued  by  a 
court  of  law."  * 

It  does  not  seem  practicable  to  single  out  the  function 
of  wage  regulation  from  all  the  other  numerous  and 
important  activities  of  the  arbitration  courts  for  sepa- 
rate treatment  and  it  is  not  within  the  scope  of  these 
lectures  to  cover  the  entire  subject  of  the  regulation  of 
industry  in  Australasia.  Accordingly  we  shall  confine 
ourselves  to  the  work  of  the  Australian  wages  boards. 
A  further  justification  for  this  limitation  is  found  in  the 
fact  that  while  wage  regulation  by  means  of  such  boards 
is  a  subject  of  experimentation  and  keen  political  con- 
troversy in  our  own  coimtry  at  the  present  time,  and 
we  may  hope  that  a  review  of  Australian  experience 
may  throw  some  light  on  the  probable  results  of  such 
experiments  as  we  are  making,  compulsory  arbitration 
is  hardly  more  than  an  academic  question  with  us  at 
present,  if  for  no  other  reason  than  that  it  could  prob- 
ably not  be  introduced  here  without  amendments  to 
our  state  and  federal  constitutions. 

The  revision  of  the  Factories  Act  in  Victoria  in  1896 
for  the  first  time  introduced  into  legislation  the  method 
of  regulating  wages  by  special  boards.      Altho  con- 

>  J.  MMOregor,  Industrial  Arbitration  in  New  Zealand  (Dunedin.  1901).  prefatory 
note. 
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fessedly  intended  by  its  mover  and  supporters  as  a 
means  of  restricting  the  freedom  of  contract  in  the  sell- 
ing of  labor  under  certain  circumstances  and  conditions, 
it  was  not  then  contemplated  that  the  wages  boards 
system  would  become  a  general  method  of  wage  regu- 
lation. It  was  intended  to  have  only  a  very  limited 
use,  for  the  piupose  of  checking  the  abuses  which  had 
grown  up  in  a  few  highly  sweated  trades.  For  this 
reason  we  fibad  that  the  most  stubborn  resistance  which 
the  new  system  encoimtered  came  not  at  the  time  of  its 
introduction,  but  several  years  later,  when  the  wages 
boards  system  was  being  extended  to  the  non-sweated 
trades. 

i.  The  Antir-Sweating  Movement  in  Victoria 

For  years  prior  to  the  passage  of  the  Factories  Act 
of  1896,  Victorian  reformers  and  legislators  had  been 
grappling  with  the  problem  of  "  sweating  "  in  various 
industries  in  Melbourne.  The  decline  of  alluvial  gold- 
mining,  which  had  brought  such  a  rush  of  colonists  to 
Victoria  frbm  1860  to  1860,  caused  a  steady  drift  of 
population  to  Melbourne,  the  only  important  city  of 
the  colony.  Manufactiuing  industries  prospered  for  a 
time,  partly  due  to  the  cheap  labor  supply  and  partly 
to  the  protective  tariff  which  Victoria  maintained  in 
face  of  the  free  trade  tendencies  of  the  other  colonies. 
Speculation  in  land  and  heavy  borrowing  for  public 
works  helped  to  maintain  an  outward  appearance  of 
prosperity  during  the  'eighties.  Yet  those  who  looked 
below  the  surface  saw  that  all  was  not  well.  The  Age^ 
an  influential  newspaper  of  Melbourne  and  the  chief 
organ  of  protectionism  in  Australia,  had  begun  to  issue 
warnings  as  early  as  1880  that  certain  classes  of  laborers 
in  the  colony  were  being  exploited.* 

>  W.  p.  Itaeves,  State  Experiments  in  AustralU  and  New  Zealand  (1902),  vol.  ii, 
pp.  4-5. 
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The  Victorian  Factories  Act  of  1873,  the  first  of  the 
kind  to  be  enacted  by  an  Australasian  legislature,  did 
not  apply  to  places  in  which  less  than  ten  persons  were 
employed,  and  its  administration  was  left  to  mimicipal 
councils  which  usually  failed  to  act.  A  Royal  Com- 
mission appointed  in  1882  to  inquire  into  the  condition 
of  employees  in  shops  and  the  operation  of  the  Act  of 
1873-74  found  that  a  practice  had  grown  up  in  the 
clothing  and  boot  trades  of  giving  out  work  to  be  done 
in  the  homes  of  the  workers,  and  that  this  practice  — 
usually  known  as  *'  sweating  "  —  had  resulted  in  low 
wages,  long  hours  and  unsanitary  dwelling  places.  It 
was  also  found  that  the  practice  was  causing  the  dis- 
placement of  skilled  male  labor  by  overworked  and 
underpaid  female  labor.  The  Commission  recom- 
mended among  other  things  that  '^  the  sweating  system 
be  prohibited  "  and  that  "  employees  be  prohibited 
from  taking  work  home  from  the  factories.''  ^  Altho 
these  radical  recommendations  were  not  accepted, 
Parliament,  stimulated  in  part  by  a  strike  of  women  in 
the  clothing  trades  in  1882  and  by  the  urging  of  the 
inter-colonial  trade  union  convention  which  met  at 
Melbourne  in  1884  and  which  re-echoed  the  findings 
and  recommendations  of  the  Royal  Conmdssion,  made 
some  useful  amendments  to  the  Factories  and  Shops 
Act  in  1885,  which,  however,  did  little  to  improve  the 
conditions  of  the  home  workers. 

For  several  years  there  was  a  lull  in  the  agitation  but, 
as  conditions  grew  worse  rather  than  better,  in  1890 
The  Age  renewed  its  attack  on  the  sweating  system  and 
in  vivid  language  portrayed  the  long  hotirs  and  low 
wages  of  women  employed  to  manuf actiu^  in  their  own 
homes  the  garments  put  out  by  the  large  clothing  shops. 

>  Report  of  the  RoyBl  Commiaaioii  on  Employees  in  Shops  and  the  Opentaon  of  the 
Victorian  Factoiy  Act,  1874  (Melbourne,  1884),  pp.  xi-xii. 
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''  It  is  abundantly  certain/'  said  the  writer,  "  that 
sweating  —  mean,  frowsy,  depraved  and  pitiful  —  is 
carried  on  in  Melbourne  to  a  degree  hardly  less  horrible 
than  in  London."  ^  A  public  meeting  followed  which 
was  participated  in  by  some  of  the  most  prominent  and 
public^spirited  citizens  of  Melbourne.  Strong  resolu- 
tions against  sweating  were  adopted  and  Parliament  was 
urged  to  take  action  in  the  matter.  The  Chief  Inspector 
of  Factories  issued  a  report  this  year  on  the  ^*  Sweating 
System/'  which  gave  official  confirmation  of  the  stories 
of  low  wages  and  long  hoturs  that  had  been  related  by 
private  investigators.* 

Parliament  made  some  further  effort  to  improve  the 
inispection  and  regulation  of  factories  at  this  time  by 
enacting  the  Factories  Act  of  1890.  Chinese  competi- 
tion was  the  chief  evil  aimed  at  by  this  legislation. 
Tho  the  act  of  1890  introduced  some  administrative 
reforms,  it  did  Uttle  or  nothing  to  prevent  the  evils  of 
home  work.  It  was  not  so  much  that  Parliament  was 
unwilling  to  act  but  that  no  practical  solution  of  the 
difficulty  had  been  suggested.  Some  reformers  de- 
manded the  prohibition  of  the  practice  of  giving  out 
work  to  be  done  outside  of  factories,  but  this  seemed  to 
Parliament  too  drastic  a  remedy. 

In  1893  a  parliamentary  board  was  appointed  ''  to 
inquire  and  report  as  to  the  workings  of  the  Factories 
and  Shops  Act,  1890,  with  regard  to  the  alleged  exis- 
tence of  the  practice  known  as  '  sweating '  and  the 
allied  insanitary  condition  of  factories  and  work- 
rooms." The  use  of  the  word  "  alleged  "  in  the  reso- 
lution of  inquiry  doubtless  correctly  sets  forth  the 
skepticism  which  many  legislators  and  officials  then 

>  Quoted  by  W.  P.  Reevee  in  State  EzperimentB  in  Australia  and  New  Zealand,  II, 
p.  7. 

<  Report  of  ibe  Chief  Inepeetor  of  Faotories  on  the  "  Sweating  System  "  in  Conne- 
son  wiftbibB  aothing  Trade  in  the  Colony  of  Victoria  (Melboorne.  1890). 
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felt  with  regard  to  the  representations  made  by  the 
newspapers  and  the  reformers. 

The  results  of  the  investigations  made  by  the  parlia^ 
mentary  Board  of  Inquiry  during  the  years  1893-95 
showed  clearly  enough,  however,  that  the  reports  as  to 
the  sweating  of  the  workers  had  not  been  exaggerated. 
Testimony  taken  by  the  Board  and  evidence  submitted 
by  the  factory  inspectors  showed,  for  example,  that  two 
shirt-makers  worked  from  12  to  13  hours  a  day  in  order 
to  earn  between  them  10  s.  ($2.43)  a  week;  an  entire 
family,  consisting  of  husband,  wife  and  two  sons,  made 
knickers  for  10  d.  (20  cents)  a  pair  and  earned  collec- 
tively 7  s.  6  d.  ($1.82)  a  day;  a  woman  who  made  tennis 
shirts,  including  machining,  button-holing,  finishing, 
pressing  and  sewing  on  coUar,  pocket  and  ticket,  for 
2  s.  6  d.  (79  cents)  a  dozen,  was  able  to  make  from  four 
to  five  dozen  a  week,  oftentimes  working  till  midnight 
to  do  so;  a  tweed  trousers'  maker,  who  was  an  expert 
tailoress,  worked  from  13  to  14  hotirs  per  day  and 
sometimes  on  Simdays,  in  order  to  earn  12  s.  ($2.92) 
a  week,  at  6^d.  (13  cents)  a  pair;  another  woman, 
aided  at  times  by  her  invalid  sister,  made  childrens' 
pinafores  at  11  d.  (2^  cents)  apiece,  and  her  wage  book 
for  a  series  of  six  consecutive  weeks  showed  weekly 
earmngs  of  from  8  s.  li  d.  ($1.97)  to  11  s.  7  d.  ($2.81), 
while  for  every  7  s.  ($1.70)  earned  she  was  obliged  to 
expend  6  d.  (12  cents)  for  sewing  thread.^ 

Other  evidence  equally  convincing  as  to  the  need 
of  reform  was  fmnished  by  other  witnesses.  Especially 
illiuninating  was  the  statement  of  a  woman  who  had  to 
support  an  invalid  husband  and  several  children.  She 
was  an  expert  tailoress  and  had  worked  at  the  trade  in 
London  since  she  was  a  child.     The  lowest  price  at 

1  Minutes  of  Eridenoe,  Faotories  Act  Inquiiy  Boaid,  pp.  71,  77,  80,  and  Report  by 
MiflB  Cuthbertaoa,  Femato  Inspeotor,  in  Report  of  Chief  Inspeotor  of  FMtories,  1896, 
p.  17. 
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which  she  made  vests  for  the  London  sweaters  was  8  d. 
(16  cents)  apiece,  but  in  Melbourne  she  was  paid  for  the 
same  work  only  6d.  (12  cents)  apiece  altho  the  log 
established  by  the  tailoresses'  union  for  this  work  was 
2  s.  9  d.  (67cents).i 

The  evidence  submitted  to  the  parliamentary  board 
showed  further  that  the  competition  of  those  manu- 
facturers who  gave  out  work  to  be  done  in  the  homes 
was  forcing  reputable  firms  who  carried  on  their  work 
in  factories  and  who  were  willing  to  pay  the  log  prices 
fixed  by  the  tailoresses'  union  to  suspend  their  factory 
operations  and  put  out  their  work  through  the  sweaters. 
The  Report  of  the  Chief  Inspector  of  Factories  showed 
that  the  number  of  factories  had  decreased  from  2,548 
in  1891  to  2,243  in  1893,  and  the  number  of  workers  in 
factories  from  47,813  in  1890  to  34,268  m  1894.«  Part 
of  this  loss  was  attributable  to  the  industrial  depression 
in  the  colony,  but  nevertheless  it  was  shown  that  the 
sweating  went  on  in  good  as  well  as  in  bad  times.' 
The  tailoresses'  union,  composed  entirely  of  factory 
workers,  which  had  had  a  membership  of  nearly  two 
thousand,  numbered  at  the  time  of  the  investigation 
only  thirteen  members,  altho  the  dues  had  been  made 
as  low  as  2  d.  (4  cents)  per  week.* 

Another  evil  brought  to  light  by  the  investigation 
was  the  abuse  of  the  apprenticeship  system  in  the 
clothing  trade,  whereby  children  were  taken  on  under 
the  pretense  of  teaching  them  a  trade  and  were  em- 
ployed at  little  or  no  wages  at  some  one  process  of 
manufacture  so  that  they  had  no  opportunity  to  learn 
the  trade.  ^ 

*  Quoted  from  reports  of  ADti-Sweatinc  Leacue  in  Auetral  Lisht,  October,  1896. 
(M«aaMrl|>C  copy  in  office  of  Cbief  Inepeotor  of  Factories  in  Melbourne.) 

*  Report  of  Chief  Inspector  for  1806.  p.  4. 

>  Minutes  of  Evidence,  Factories  Act  Inquiry  Board,  p.  80. 
«  Ibid.,  p.  15. 

*  Fint  Pft)gresB  Report,  Factories  Act  Inquiry  Board  (1893),  pp.  23-34. 
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Still  another  diflSculty  was  Chinese  competition  in 
the  furniture  trade,  which  had  cut  down  the  number  of 
Eiut)pean  cabinet  makers  from  200  or  more  to  about 
60  or  70)  and  their  wages  from  9  s.  ($2.19)  a  day  to  less 
than  half  that  amoimt.^  The  competition  was  so  keen 
that  the  Chinese,  in  spite  of  their  low  standards  of 
living,  were  barely  able  to  earn  a  subsistence  and  had 
only  a  short  time  before  struck  against  a  twenty  per 
cent  reduction  in  their  wages.^ 

The  Factories  Act  Inquiry  Board  made  many  recom- 
mendations of  legislation  intended  to  improve  the  con- 
dition of  factory  workers  and  to  regulate  the  giving  out 
of  work  to  be  done  outside  the  factory.  Altho  most  of 
these  recommendations  were  accepted  by  Parliament 
and  were  incorporated  into  the  Factories  Act  of  1896,* 
none  of  them  seemed  to  promise  an  effective  remedy 
against  sweating.  Neither  colonial  experience  nor 
that  of  the  mother  coimtry  pointed  the  way  to  a  solu- 
tion of  the  difficulty.  It  was  feared  that  the  entire 
prohibition  of  home  work  would  cause  more  suffering 
than  it  would  cure.  To  regulate  the  hours  of  labor  for 
such  work  would  require  such  a  force  of  inspectors  as 
to  seem  impracticable. 

The  things  on  which  the  reformers  laid  chief  emphasis 
were  legislation  requiring  home  workers  to  take  out  a 
license,  in  order  that  the  inspectors  might  the  more 
readily  supervise  homes  used  as  working  places,  and  the 
requirement  that  ready-made  clothing  should  bear  the 
name  and  address  of  the  worker  so  that  the  would-be 
purchaser  might  know  that  it  was  the  product  of  the 
sweaters'  victims.     These  appeared  but  feeble  weapons 

>  Seoond  IVogrew  Report,  FaotoiiM  Aot  Inquiry  Board  (1804),  pp.  5,  8. 

*  Ibid.,  pp.  7-^. 

*  Mr.  Peaoook,  who  introduced  the  meoaure,  said  that  "  the  greater  portion  of  the 
leoommendations  of  the  Board  had  been  incorporated  in  the  bill."  Speech  on  Second 
Reading  Oct.  17,  1895,  Vietoiian  Parliamentaiy  Debates,  vol.  78,  p.  2635. 
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for  SO  formidable  an  enemy  as  the  sweating  system,  but 
even  these  suggestions  met  with  bitter  opposition  on  the 
part  of  the  manufacturers  and  their  supporters  in  Parlia- 
ment. 

2.   The  Origin  and  Introduction  of  Wages  Boards 

Two  witnesses  who  appeared  before  the  Factories 
Act  Inquiry  Board  of  1893-94  to  give  testimony  con- 
cerning the  sweating  system  offered  suggestions  which 
pointed  the  way  towards  the  solution  of  the  sweating 
problem  which  was  finally  adopted.  One  of  these 
witnesses  was  Rev.  A.  R.  Edgar,  pastor  of  the  Wesleyan 
Church,  who  had  interested  himself  in  the  problem  of 
the  sweated  workers  in  the  very  first  week  of  his  pas- 
torate in  Melbourne  and  whose  church  was  one  of  the 
important  centers  of  the  agitation  against  sweating. 
Mr.  Edgar  suggested  that  a  remedy  for  the  sweating 
evil  might  be  foimd  in  fixing  the  wages  of  the  workers 
by  legislative  enactment.^  Just  how  this  was  to  be 
done  does  not  appear  from  the  reports  of  the  hearings, 
but  Mr.  Edgar  informed  me  that  he  had  some  such 
idea  as  the  wages  boards  in  mind,  even  tho  perhaps 
the  idea  had  not  taken  definite  form.  A  clearer 
suggestion  of  the  wages  boards  is  found  in  the  testi- 
mony of  Mr.  Charles  E.  Glass,  an  importer  and  ven- 
dor of  sewing  machines,  whose  business  brought  him 
into  close  contact  with  the  home  workers,  in  whose 
welfare  he  seems  to  have  taken  a  strong  interest.  Mr. 
Glass  reconunended  to  the  Board  that  a  minimum  rate 
of  wages  for  workers  in  any  of  the  sweated  trades  be 
established  by  a  conmiittee  appointed  by  the  Minister 
on  the  application  of  a  section  of  workers  in  that 
trade.* 

1  MimitM  of  Evidenoe  offered  before  Factories  Inquiiy  Board,  p.  74. 
s  Minntee  of  Evidenoe,  Faotoriee  Act  Inquiry  Board,  p.  82. 
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The  pertinency  of  these  suggestions  seems  not  to  have 
been  appreciated  by  the  members  of  the  Inquiry  Board, 
or  perhaps  they  did  not  believe  them  to  be  practicable. 
At  least  they  are  not  referred  to  in  their  report  and 
recommendations,  nor  do  they  appear  to  have  exercised 
any  influence  on  subsequent  legislation. 

The  author  of  the  wages  boards  plan  which  was 
incorporated  in  the  Factories  Act  of  1896  was  Mr.  (now 
Sir)  Alexander  Peacock,  who  had  recently  become  Chief 
Secretary  of  the  Colony  in  the  Turner  ministry.  The 
agitation  against  sweating  was  at  its  height,  and  Mr. 
Peacock  interested  himself  in  the  matter  and  personally 
visited  the  homes  of  many  of  the  out-workers.  "  I 
foimd,"  he  says,  "  that  these  people  were  working  exces- 
sive hours  at  grossly  sweated  rates  of  pay  in  poor  and 
cheerless  homes  and  generally  imder  wretched  condi- 
tions." 1 

Sir  Alexander  has  told  me  that  he  and  the  Chief 
Inspector  of  Factories,  Mr.  Harrison  Ord,  held  many 
conferences  in  which  they  endeavored  to  find  a  practi- 
cable remedy  for  the  sweating  evil.  Tho  familiar  with 
the  proceedings  of  the  Factories  Act  Inquiry  Board, 
Mr.  Peacock  does  not  remember  to  have  heard  of  the 
suggestions  made  by  Messrs.  Edgar  and  Glass.  The 
plan  which  was  adopted  was  suggested  to  Mr.  Peacock 
by  his  own  experience  when,  as  a  youth,  he  had  been 
a  clerk  in  a  mining  company's  office  near  Ballarat. 
The  owner  of  the  mining  property,  a  rough  man  who 
had  himself  been  a  miner,  had  annoimced  a  reduction 
of  3  s.  (73  cents)  a  week  in  the  wages  of  his  men,  who 
offered  bitter  opposition  to  the  reduction  and  asked  for 
a  conference  with  their  employer.  At  this  conference 
young  Peacock  acted  as  secretary.      The  employer 

1  Statement  by  Sir  Alexander  Penoook  in  unpublished  mnnuaoript  in  oflKce  of  Chief 
Inspeetor  of  Factories  of  Vietorie. 
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argued  that  as  there  had  been  a  decline  m  the  prosperity 
of  the  business,  the  men  ought  to  be  willing  to  share  in 
the  reduction  of  profits.  The  men  replied  to  this  by 
pointing  out  the  way  in  which  they  were  obliged  to  live 
and  successfully  appealed  to  the  employer's  knowledge, 
as  an  old  time  comrade,  of  what  effect  a  reduction  of 
three  shillings  a  week  would  have  on  their  standard  of 
living.  The  recollection  of  this  crude  experiment  in 
collective  bargaining  led  Mr.  Peacock  to  think  that 
what  had  been  done  in  mining  might  be  done  in  other 
industries  by  compelling  employers  to  meet  with  their 
employees  to  arrange  wage  scales.  Mr.  Ord  gave  his 
approval  to  the  plan,  which,  stated  in  Sir  Alexander's 
own  words,  was  as  follows: 

The  idea  was  to  bring  together  an  equal  number  of  anployers  and 
employees,  not  exceeding  ten^  on  each  Board,  to  provide  these  ten 
representatives  with  a  Chairman  an^l  to  give  to  the  Boards  so  con- 
stituted power  to  fix  the  rates  to  be  paid,  either  wage  or  piece  work 
as  the  Board  thought  fit,  for  any  work  done  in  connection  with  the 
trades  subject  to  such  Special  Board's  jurisdiction.* 

The  agitation  against  sweating  had  resulted  in  the 
formation  in  Melbourne  on  July  23,  1895,  of  the  Na- 
tional Anti-Sweating  League  of  Victoria,  which  elected 
officers,  established  permanent  quarters  and  henceforth 
directed  the  movement  to  abolish  sweating.  A  com- 
mittee of  this  organization  was  formed  to  draft  legisla- 
tion and  in  the  offices  of  the  League  were  drafted  the 
provisions  of  the  bill  which  later  became  the  Factories 
Act  of  1896.»  In  it  were  incorporated  Mr.  Peacock's 
plan  for  Special  Boards  to  establish  minimum  wages  in 
the  sweated  trades. 

I  As  origiiiftl]y  drafted  mod  introdnoed  the  bill  provided  for  only  five  pervooe,  two 
employen,  two  employees  and  a  ohainnan  elected  by  them. 

s  Statement  in  manusoript  in  Chief  Faetoiy  Inspeotor's  office  in  Melbourne. 

*  Statement  from  The  Tocotn,  Jnne  10,  1008.  on  the  back  of  the  membenhip  card 
of  the  National  Anti-Sweatang  League. 
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The  bill  carrying  the  wages  boards  provisions  was 
first  submitted  at  the  parliamentary  session  of  1895. 
Section  14  of  this  bill  provided  that  the  Government 
might  appoint  within  any  district  a  board  of  five  per- 
sons, composed  of  two  employers  and  two  employees 
in  the  trade  and  a  fifth  person  elected  by  them  to  fix  the 
minimum  wages  for  all  persons  "  under  the  age  of  16 
years  or  any  woman  or  girl ''  engaged  either  within  or 
without  a  factory  in  the  manufacture  of  wearing  apparel 
including  boots  and  shoes.  Mr.  Peacock,  who  intro- 
duced the  bill  in  the  Assembly,  described  the  work  of 
the  proposed  board  in  the  clothing  trade  as  follows: 

This  board  after  getting  the  necessary'  information  will  fix  the 
prices  that  are  to  be  paid  for  certain  articles  enumerated.  At  pres- 
ent this  provision  is  to  be  confined  to  three  or  four  articles,  — 
women's  blouses,  men's  shirts  and  slops,  and  women's  under- 
clothing. It  is  not  proposed  to  fix  the  rates  of  pay  for  other  articles 
as  yet.* 

When  the  bill  was  imder  discussion  in  the  committee 
of  the  whole,  the  Government  was  strongly  urged  by 
several  members  of  the  Assembly  *  to  permit  the  section 
relating  to  the  wages  boards  to  be  amended  by  striking 
out  the  words  "  under  the  age  of  sixteen  years,  or  any 
woman  or  girl,"  in  order  that  the  provisions  relating  to 
the  minimum  wage  might  be  established  for  aU  workers 
in  the  clothing  trade,  but  Mr.  Peacock  said  he  regretted 
he  could  not  see  his  way  to  adopt  the  amendment.  He 
said: 

The  present  Factories  Act  was  placed  on  the  statute-book  pri- 
marily with  the  object  of  protecting  the  weaker  sections  of  the 
conmiunity  —  women  and  young  persons  under  sixteen  years  of 
age.  The  bill  was  designed  to  extend  that  principle,  and  the  Gov- 
ernment, after  consideration,  could  not  see  their  way  clear  to  bring 
male  adult  labor  under  the  clause.' 

1  Speeoh  on  Second  Resding.  Pari.  Debates.  yoL  78,  pp.  2646-2649, 8143. 
s  Ibid.,  pp.  3144-3148.  •  Ibid.,  pp.  3144-3148. 
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In  spite  of  Mr.  Peacock's  opposition  to  the  amend- 
ment, the  committee  decided  to  strike  out  the  phrase 
which  limited  the  boards'  determination  to  the  wages  of 
women  and  children.  The  feeling  was  expressed  that 
if  a  minimum  wage  were  fixed  for  women  and  children 
and  not  for  men  "  the  result  would  be  that  the  work 
would  ultimately  be  done  much  cheaper  by  the  men 
under  a  sweating  system,  and  women  and  children 
would  get  no  work  at  all."  *  One  member  (Mr.  Tren- 
with)  spoke  prophetically  when  he  said  that  if  the  prin- 
ciple of  the  minimum  wage  were  made  applicable  to 
men  as  well  as  to  women  and  children  ''  the  board 
which  would  fix  the  minimum  wage  would  be  a  perpetual 
board  of  arbitration  and  would  do  away  with  harassing, 
vexatious  and  painful  strikes."  * 

The  motion  to  strike  out  the  words  which  limited  the 
minimmn  wage  to  women  and  children  carried  in  the 
committee  by  a  vote  of  49  to  20,  Mr.  Peacock  voting  in 
the  negative.* 

Other  amendments  made  to  the  bill  while  it  was  still 
in  the  Assembly  were  the  addition  of  the  furniture 
manufacture  to  the  trades  for  which  boards  were  pro- 
vided,^ and  the  addition  of  a  section  which  provided 
that "  no  person  whosoever,  unless  in  receipt  of  a  weekly 
wage  of  at  least  2  s.  6  d.  (61  cents)  shall  be  employed 
in  any  factory  or  work-room."  This  latter  amendment 
was  intended  to  correct  an  abuse  already  mentioned, viz. , 
the  employment  of  young  persons  as  learners  or  appren- 
tices without  paying  them  any  wages  and  without 
teaching  them  any  trade.  Legislation  of  this  sort  had 
been  strongly  urged  by  Mr.  Ord  who  had  discovered 
that  during  the  year  1895  not  less  than  349  girls  had 

>  Pail.  Debates,  toL  78,  p.  3146.  *  Ibid.,  p.  3147. 

>  Ibid..  voL  79,  p.  3150. 

*  PlopoMd  by  Mr.  MeOoO,  Pari.  Debates,  vol.  70,  pp.  3203^204. 
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been  employed  without  wages  in  the  dres^-making  trade 
alone.* 

The  bill  as  passed  by  the  Legislative  Assembly  (the 
lower  house)  provided:  (1)  "  one  board  for  each  district 
for  the  clothing  and  the  boot  trades  to  fix  the  lowest 
prices  for  work;  (2)  one  board  for  each  district  for  the 
furniture  trade,  to  fix  the  lowest  prices  for  work;  (3) 
one  board  for  each  district  to  fix  the  number  of  appren- 
tices and  improvers;  (4)  one  board  for  each  district  to 
fix  the  hours  of  labor."  *  When  the  bill  reached  the 
Legislative  Coimcil  (the  upper  chamber)  this  compli- 
cated machinery  was  much  simplified  by  providing  one 
board  in  each  of  the  trades  for  the  entire  colony  and 
giving  to  this  board  the  authority  to  fix  for  its  own  trade 
not  only  the  prices  to  be  paid  for  work  but  also  the  pro- 
portion of  apprentices  and  improvers  and  the  hours 
of  work  for  women  and  children  only. 

The  bill  as  amended  failed  of  passage  at  this  session 
of  Parliament.  This  was  due  not  so  much  to  the  pro- 
visions creating  the  special  boards  as  it  was  to  the  failure 
of  the  two  houses  to  agree  to  the  proposal  to  require 
workers  outside  of  factories  to  secure  permits  from  the 
Factory  Inspector's  oflBlce  for  carrying  on  manufactur- 
ing operations  in  their  homes,  and  to  a  disagreement 
in  regard  to  payment  for  overtime  work.  The  bill  was 
therefore  retained  by  the  Assembly  and  further  action 
on  it  was  postponed  until  the  following  session.* 

In  the  lengthy  debates  on  the  bill  which  took  place 
in  both  houses  much  less  attention  was  directed  to  the 
sections  relating  to  wages  boards  than  was  given  to 
the  question  as  to  whether  permits  should  be  required 
for  the  out-workers.  Nevertheless  the  wages  boards 
received  a  fair  amount  of  discussion.     The  proposal^to 

>  Beport  of  the  Chief  Inspector  of  Fftotoriee  for  1896,  pp.  21-22. 
*  Pari.  Debfttea.  vol.  80.  p.  6479.  >  Ibid.,  p.  0293. 
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establish  them  was  frankly  admitted  by  Mr.  Peacock 
to  be  a  departure  in  industrial  legislation.^  He  de- 
fended it  on  the  ground  that  it  would  abolish  sweating 
since  manuf actiu'ers  who  had  their  work  done  outside 
the  factories  would  have  to  raise  the  wages  paid  to  their 
workers. 

Viewed  in  the  light  of  the  revelations  made  by  the 
various  investigating  commissions  and  factory  inspec- 
tors, it  is  clear  that  the  f ramers  and  supporters  of  the 
bill  believed  that  inasmuch  as  the  low  rates  of  pay  given 
to  out-workers  had  caused  many  factories  to  close,  the 
wag^  boards  by  bringing  about  higher  wages  would 
cause  a  reopening  of  the  factories.^  It  was  with  the 
view  of  accomplishing  this  end  that  the  friends  of  the 
bill  in  the  Assembly  insisted  so  strenuously  on  the  re- 
tention of  the  clause  which  required  a  permit  from  the 
Factory  Inspector  before  manufacturing  work  could  be' 
carried  on  in  the  home.  This  was  properly  called  the 
"  crux  of  the  whole  measure." 

The  bill  itself  was  not  made  a  party  measure  in  either 
house.  Some  of  the  strongest  support  for  the  wages 
boards  came  from  the  Opposition.  One  of  the  members 
from  that  side  of  the  Assembly  *  said  that  this  section 
was  "  one  of  the  best,  if  not  the  best  in  the  Bill,"  and 
that  he  was  in  "  thoro  accord  "  with  its  provisions 
and  believed  that  they  would  be  ''  a  means  of  doing 
away  with  sweating  almost  altogether."  On  the  other 
hand,  there  were  the  advocates  of  laissez-faire  who 
warned  their  colleagues  that "  any  interference  with  the 
relations  of  private  employers  and  their  employees, 
however  well-intentioned  that  interference  might  be, 
would  do  more  mischief  than  good  "  and  that  if  Parlia- 

>  Speedi  on  Seeond  Readinc.  Piiri.  Debates,  voL  78,  p.  2648. 

>  One  of  the  nipporten  of  the  biU  (Mr.  MoCdl)  Mid:  '*  The  Chief  Seereteiy 
(Mr.  Peaeook)  wente  to  cet  every  one  into  feotoriee."    Pail.  Debate*.  yoL  78.  p.  2663. 

«  Mr.  MoCoD.  Pail.  Debatee,  vol.  78,  p.  2664-9666. 
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ment  attempted  to  compel  employers  in  the  clothing 
trade  to  pay  remunerative  rates  of  wages  to  the  em- 
ployees it  would  destroy  the  trade  altogether  and  the 
employees  ''  would  not  get  any  wages  at  all."  ^ 

To  this  argument  Mr.  Alfred  Deakin,  then  as  now  one 
of  Australia's  leading  statesmen,  pointedly  replied  that 
while  it  was  true  that  ''  the  limit  of  wages  must  be 
affected  by  the  prices  of  the  products  of  that  labor/' 
this  did  not  settle  the  entire  question  at  issue.  The 
people  still  needed  to  be  shown  that  an  undue  share  of 
the  product  did  not  go  to  the  middleman  or  other 
trades.     But,  he  continued: 

Supposing  that  the  worst  came  to  the  worst  and  these  boards 
when  appointed  were  obliged  to  fix  a  starvation  rate  of  wages  as  the 
only  rate  which  the  clothing  trade  could  afford  to  pay,  it  would  be 
something  for  them  to  know  that  without  any  undue  profit-taking 
by  middlemen,  this  trade  could  only  be  carried  on  at  the  starvation 
point.' 

Mr.  Deakin  later  on  drew  an  interesting  analogy 
between  the  regulation  of  wages  by  means  of  these 
boards  and  that  by  the  craft  gilds  in  mediaeval  times,' 
and  with  something  like  prophetic  insight  he  predicted 
that  "  one  day  or  other  those  boards  would  be  estab- 
lished in  every  trade,"  and  that  they  "  would  furnish 
the  solution  of  a  number  of  problems  which  were  per- 
plexing this  and  every  other  legislature." 

When  the  bill  reached  the  Legislative  Council  it  was 
subjected  to  fierce  criticisms  by  the  members  who 
represented  in  large  part  the  employing  interests  in  the 
colony.  Altho  criticism  was  directed  chiefly  against 
the  clause  which  required  permits  for  workers  outside 

1  Mr.  Murray-Smith  in  Part.  Debates,  vol.  78,  p.  3148. 

*  Pail.  Debates,  yols.  78-79.  pp.  3148-8149. 

•  Ibid.,  vol.  79,  p.  3482. 

This  TCsemblanoe  between  the  wages  boards  and  the  craft  gilds  was  also  notioed  in 
the  LegUatire  Council  by  M.  H.  Embling.  Pail.  Debates,  vol.  79.  p.  4325. 
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of  factories,  the  section  relating  to  the  wages  boards 
did  not  escape  unfavorable  comment. 

The  leader  of  the  Opposition  in  the  Coimcil  was  Sir 
Frederick  Sargood,  a  prominent  boot  manufacturer, 
who.  appeared  to  be  held  somewhat  in  awe  by  his  col- 
leagues. Few  seemed  willing  to  challenge  his  opinions 
on  business  matters.  Sir  Frederick  spoke  with  scorn 
of  the  impracticability  of  applying  the  wages  boards 
plan  to  modem  business  and  he  spoke  sneeringly  of  the 
lack  of  knowledge  of  practical  affairs  possessed  by  the 
gentlemen  who  had  introduced  the  bill  in  both  houses.^ 
When  boiled  down,  however,  his  opposition  seemed  to 
be  not  so  much  to  the  boards  themselves  as  to  their 
proposed  size  and  mode  of  selection.  He  was  opposed 
to  the  idea  of  having  the  members  of  the  boards  ap- 
pointed by  the  Minister  and  he 

desired  to  emphasize  the  fact  that  no  four  men  could  possibly  carry 
out  the  duties  so  cast  upon  them.  The  only  way  in  which  it  was 
possible  to  have  a  board  which  would  be  at  all  satisfactory  was  to 
have  It  elected  by  the  employers  and  the  employees.* 

Furthermore,  when  the  Council  had  appointed  a  com- 
mittee to  consider  the  bill  and  to  suggest  amendments, 
Sir  Frederick  was  named  as  chairman  and  when  the 
committee  reported  the  bill  back  with  amendments  it 
did  not  recommend  the  elimination  of  the  wages  boards 
from  the  bill. 

Most  of  the  debate  on  the  boards  in  the  Council 
revolved  around  the  question  as  to  whether  the  boaid 
members  should  be  appointed  or  elected,  altho  there 
were  members  who  objected  to  the  boards  on  principle. 
It  was  said  that  they  would  do  away  with  "  personal 
liberty  "  and  would  "  determine  whether  a  poor  widow 
was  to  be  allowed  to  work  for  an  honest  living  for  her- 

>  Psri.  Ddwtflt,  vol.  79,  pp.  4330-ft3ai.         >  n>id..  p.  iSM. 
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self  and  her  fatherless  children."  ^  The  boards  would 
"  ruin  industry."  *  They  would  "  never  get  through 
the  work  of  classifying  articles  in  the  boot,  furniture  and 
clothing  trades  and  deciding  what  prices  should  be 
allowed  for  labor."  *  *'  Nothing  which  ParUament 
could  do,  it  was  said,  would  stop  sweating  which  existed 
in  nearly  every  large  city  in  the  world."  * 

Very  little  was  said  in  the  Council  in  favor  of  the 
boards  and  that  little  was  said  hesitatingly.  The  bill 
was  referred  to  a  select  committee  of  the  Council  to  take 
testimony  from  interested  parties  as  to  their  attitude 
towards  the  measure.  The  committee  held  nine  sit- 
tings, and  examined  thirty-two  witnesses  representing 
employers  and  employees  in  trades  which  would  be 
affected  by  the  measure,  and  also  the  oflBlcers  who  would 
be  charged  with  the  enforcement  of  the  act  if  passed. 

With  few  exceptions,  the  employers  who  appeared 
before  the  committee  objected  to  the  provision  for  wages 
boards.  The  representative  of  the  Victorian  Chamber 
of  Manufacturers  said  that  it  was  '^  the  unanimous 
opinion  of  the  whole  of  the  members  of  the  Chamber  of 
Manufacturers  present  "  (at  the  meeting  held  to  discuss 
the  bill)  that  no  board  can  do  effectively  the  work 
sought  to  be  imposed  upon  it."  *  Even  tho  the  mem- 
bers of  the  clothing  board  were  elected  by  operatives 
and  manufacturers  it  was  said,  "  they  could  not  have  a 
technical  knowledge  of  each  of  those  trades  in  all  the 
various  branches,  with  the  constant  changes  of  fashion, 
shape  and  style  and  in  the  number  of  stitches  in  a 
garment."  The  force  of  this  objection  was  considerably 
weakened  by  its  being  shown  that  in  the  boot  and  doth- 

1  D.  Melville.  Pari.  Debates,  vol.  79,  p.  4405. 

*  Ibid.  s  Ibid.,  p.  4412.  <  Ibid. 

*  Beport  of  the  Select  Committee  of  the  LegialaUve  Council  on  the  Faotoriee  and 
Shops  Act,  1890,  Amendment  Bill.     Minutes  of  Evidence,  pp.  14-15. 
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ing  trades,  voluntary  boards  composed  of  employers  and 
employees  had  for  many  years  fixed  the  log  of  prices  to 
be  paid  for  various  classes  of  work. 

Practically  the  same  objections  were  raised  by 
representatives  of  the  boot,  clothing  and  fumitiire 
trades.^  A  very  few  of  the  employers  expressed  a 
willingness  to  see  the  board  plan  tried*  but  insisted 
that  both  employers  and  employees  must  be  allowed  to 
elect  their  own  representatives  on  the  boards. 

Most  of  the  workmen  who  appeared  before  the  com- 
mittee expressed  themselves  as  in  favor  of  the  wages 
board  proposition,  altho  they  confessed  that  there 
might  be  difficulties  in  the  operation  of  the  plan.'  Even 
the  Chief  Inspector  of  Factories,  Mr.  Harrison  Ord,  and 
his  assistant,  Miss  Cuthbertson,  altho  in  favor  of  the 
board  plan,  were  imcertain  as  to  how  far  it  could  go  in 
regulating  wages  in  the  various  trades.  They  pointed 
out  that  the  bill  did  not  contemplate  any  general 
regulation  and  that  even  within  the  trades  to  which 
it  was  to  be  appUed,  prices  were  to  be  fixed  for  making 
only  a  very  few  articles.*  The  aim  of  the  Govern- 
ment officials  at  this  time  seemed  to  be  to  show  that 
the  field  of  operations  of  the  wages  boards  would  be  a 
very  narrow  one.  Mr.  Charles  A.  Topp,  the  Under- 
Secretary  for  the  Colony,  expressed  well  this  attitude 
when  he  said: 

It  will  be  noticed  that  a  Board  may  be  appointed  by  the  Governor 
in  Council  to  fix  the  price  for  any  particular  article  of  clothing  or 
wearing  apparel,  not  clothing  or  wearing  apparel,  generally.  .  .  . 
Objections,  I  notice,  were  raised  by  several  witnesses  in  regard  to  the 
difficulty  of  fixing  wages  and  prices  for  such  articles  as  mantles, 
skirts,  millinery  and  so  on.  I  have  no  doubt  there  is  great  force  in 
those  objections,  but  it  was  never  contemplated  that  the  Board 
would  fix  prices  for  such  elaborate  articles  of  atlire,  but  there  are 

1  Roport  of  the  Select  GommHtee  of  the  Lssialatiye  CounoU  on  the  Faotoriea  »nd 
Shope  Aet,  1890.  Amendment  BUI.     Minutes  of  Evidenoe,  pp.  1-60. 

*  Ibid.,  Minutes  of  ETidenoe.  pp.  49-60.     >  Ibid.«  pp.  00-67. 

*  Minutes  of  Eridenoe. 
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certain  articles  of  tailoring  done  by  women  for  which  logs  have 
already  been  fixed  and  worked  with  success  for  many  years.^ 

In  view  of  the  objections  raised  by  employers  to  the 
wages  boards  and  the  rather  hesitating  support  which 
the  boards  received  from  employees  and  government 
officials,  and  in  view  of  the  fact  that  four  of  the  eleven 
members  of  the  select  committee,  including  the  chair- 
man, had  denoimced  the  wages  boards  plan  in  the 
debates  in  Coimcil,  it  is  surprising  that  this  committee 
in  its  report  to  Coimcil  retained  in  the  bill  the  section 
providing  for  wages  boards.  This  section  was,  however, 
greatly  changed  from  the  form  in  which  it  came  from 
the  Assembly  and  it  must  be  said  that  it  was  much  im- 
proved. The  business  men  of  the  Council,  having 
decided  to  accept  the  wages  boards  plan,  proceeded  to 
reshape  the  clauses  along  practical  lines  and  it  is  quite 
possible  that  had  these  changes  not  been  made  the 
wages  boards  plan  would  have  proved  quite  unwork- 
able. The  committee  reported  on  this  part  of  the 
bill  as  follows: 

The  balance  of  evidence  is  in  favor  of  the  appointment  of  a  sepa- 
rate board  for  each  trade,  t.  e,,  clothing  or  wearing  apparel,  boots 
and  shoes,  and  furniture.  Each  Board  should  consist  of  not  more 
than  five  representing  the  employers,  and  not  more  than  five  repre- 
senting the  employees,  as  may  be  prescribed. 

Each  Board  should  be  elected  half  by  the  employers  and  half  by 
the  employees. 

Employers  to  vote  according  to  the  average  number  of  hands  in 
their  employ,  including  outside  workers,  and  to  be  entitled  to  vote 
according  to  the  class  for  which  each  factory  pays  registration  fee, 
viz.:  factories  employing  one  to  ten  hands,  one  vote;  eleven  to 
thirty  hands,  two  votes;  thirty-one  to  sixty  hands,  three  votes; 
sixty-one  hands  and  upwards,  four  votes. 

All  employees  working  in  factories  to  be  entitled  to  vote  for  four 
representatives. 

All  outside  workers  to  be  entitled  to  vote  for  one  representative. 

The  Chairman  should  be  elected  by  each  Board,  or  failing  agree- 
ment, by  the  Governor  in  Council. 

>  Report  of  the  Select  Committee  of  the  Legialatiye  Coundl  on  the  Faotoriee  and 
Shoiw  Act,  1890,  Amendment  BUI.     Minutes  of  Evidence,  p.  94. 
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Each  Board  should  be  for  the  whole  colony  and  should  fix  the 
lowest  prices,  also  the  proportion  of  apprentices  and  improvers. 

Each  board  should  have  the  power  of  deciding  the  hours  of  labor 
of  girls,  women  and  childron,  only.^ 

The  bill  with  the  amendments  suggested  was  retmned 
to  the  Assembly,  which  seemed  willing  to  accept  the 
changes  relating  to  the  wag^s  boards.  Inasmuch  as  the 
two. houses  could  not  agree  in  regard  to  the  matter  of 
permits  to  out-workers,  the  bill  was  not  passed  at  this 
time  but  was  retained  by  the  Assembly  until  the  follow- 
ing session. 

During  the  recess  the  bill  was  much  discussed  in  the 
newspapers  and  from  the  political  platforms.  The 
Council  was  severely  taken  to  task  by  Mr.  Alfred 
Deakin  for  its  refusal  to  require  permits  from  the  out- 
workers and  was  strongly  defended  by  Sir  Frederick 
Sai^ood.  The  Anti-Sweating  League  kept  up  a  deter- 
mined fight  for  the  inclusion  of  this  clause,  but  at  a 
conference  held  between  a  committee  of  this  organiza- 
tion and  the  Legislative  Council  Committee  it  was 
agreed  to  substitute  for  the  system  of  permits  a  plan 
of  registering  the  out-workers,  —  the  register  not  to  be 
open  to  the  public. 

The  bill  was  again  introduced  in  the  Assembly  by 
Mr.  Peacock  at  the  1896  session  of  Parliament  and  was 
passed  by  that  house  in  exactly  the  same  shape  in  which 
it  was  left  by  the  Assembly  at  the  close  of  the  preceding 
session.  It  was  amended  in  the  Council  by  providing 
for  the  r^istration  of  the  workers  outside  of  the  fac- 
tories and  by  adding  ''  bread-making  or  baking  "  to  the 
trades  for  which  a  special  board  was  authorized  to  fix 
hours  of  employment  and  a  minimum  wage.*  The 
amendments  were  at  once  accepited  by  the  Assembly 

>  Beport  of  Seleet  CommtUee,  p.  ir. 
*  FaxL  Debatoi,  voL  81.  pp.  378-880. 
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and  it  received  the  Governor's  assent  and  became  a  law 
on  July  28,  1896.^ 

The  principal  features  of  the  wages  boards  legislation 
thus  established  *  have  already  been  described  in  the 
recommendations  made  by  the  Select  Committee  of 
the  Council.  The  special  boards  were  to  be  provided 
only  for  the  clothing,  boot,  furniture  and  bread-making 
trades,  there  being  a  separate  board  for  each  trade. 
Each  board  was  authorized  to  determine  the  lowest 
price  or  rate  which  migiht  be  paid  to  any  person  for 
performing  the  labor  of  manufacturing  either  inside  or 
outside  a  factory.  For  factory  work,  piece-work  prices 
or  time  wages  or  both  might  be  fixed,  but  only  piece- 
work rates  were  to  be  prescribed  for  work  done  outside 
factories.  In  fixing  the  rates  of  pay  the  board  was  to 
take  into  consideration  the  natiu*e,  kind  and  class  of 
work  and  the  mode  and  manner  in  which  the  work  was 
to  be  done  and  any  matter  which  might  from  time  to 
time  be  prescribed.  The  board  was  also  to  determine 
the  number  or  proportionate  niunber  of  apprentices  or 
improvers  under  the  age  of  eighteen  years  who  migiht  be 
employed  within  any  factory  or  work-room  and  their 
lowest  rates  of  pay. 

The  determinations  reached  by  the  board  were  to  be 
published  in  the  Government  Gazette  and  were  to  go 
into  effect  in  not  less  than  fourteen  days  thereafter  on 
the  date  specified.  The  determinations  were  to  be 
posted  in  a  conspicuous  place  at  the  entrance  to  the 
factory  or  work-room  and  a  copy  furnished  to  every 
I)er8on  or  firm  giving  out  work  to  be  done  outside  a 
factory.  The  payment  of  lower  wages  than  those 
specified  was  punishable  by  fines  which  increased  with 
repetitions  of  the  offense.  A  third  offense  brought 
not  only  a  heavy  fine  but  required  the  Chief  Inspector 

>  PmI.  Debatoi,  voL  81,  pp.  884.  780.         i  Seetaon  16. 
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of  Factories  to  cancel  the  registration  of  the  factory  or 
work-room. 

Each  board  was  to  consist  of  from  four  to  ten  members 
equally  divided  between  employers  and  employees 
within  the  trade  and  elected  by  them.  The  members  of 
the  board  were  to  elect  a  chairman,  not  of  their  own 
number,  and  in  case  they  failed  to  agree  on  one,  he  was 
to  be  appointed  by  the  Government.  The  chairman 
was  to  have  the  deciding  vote  in  all  cases  where  the 
board  members  were  unable  to  agree. 

The  act  itself  did  not  prescribe  the  mode  of  electing 
the  representatives  of  employers  and  employees  on 
the  boards,  but  left  this  to  be  fixed  by  the  Executive 
Ck)imcil.  Regulations  were  adopted  on  September  21, 
1896,  providing  that  occupiers  of  registered  factories 
subject  to  the  special  board  determinations  who  had 
paid  a  registration  fee  of  less  than  21  s.  ($5.10)  should 
have  one  vote,  those  whose  fees  were  21  s.  and  less  than 
42  s.  ($10.20)  should  have  two  votes,  those  whose  fees 
were  42  s.  and  less  than  63  s.  ($15.30)  should  have  three 
votes  and  those  who  had  paid  63  s.  or  more  should  have 
four  votes. 

The  names  of  employees  entitled  to  vote  were  taken 
from  the  lists  which  employers  were  required  to  furnish. 
If  the  workers  outside  factories  exceeded  one-fifth  of  the 
total  number  of  employees  in  a  given  trade  they  were 
entitled  to  nominate  and  elect  one  of  the  five  represen- 
tatives of  employees;  otherwise  they  voted  with  the 
employees  engag^  in  factory  work.^ 

There  were  other  excellent  features  of  this  Victorian 
Factories  Act  of  1896,  some  of  which  had  already 
appeared  in  the  laws  of  other  countries,  while  others 
now  found  their  way  into  legislation  for  the  first  time. 
But  they  do  not  concern  us  at  this  point.    Taken  as 

*  RegulatkHM  of  Baeoutivw  Coiinoa,  September  21,  1806. 
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a  whole,  the  act  seems  to  have  justified  the  state- 
ment of  Chief  Inspector  Ord  that  it  was  "  probably 
the  most  advanced  Factories  and  Shops  Act  in  the 
world."  ^ 


S.  Extermon  of  the  Wages  Boards  System  and  its 
Struggle  for  Existence 

The  framing  of  regulations  and  the  preparation  of 
electors'  rolls  from  the  lists  of  names  supplied  by  manu- 
f actiirers  occupied  nearly  all  of  that  portion  of  the  year 
1896  which  remained  after  the  passage  of  the  Factories 
Act.  It  was  not  until  November  2, 1896,  that  an  Order 
in  Council  was  issued  for  the  election  of  the  first  boards. 
A  board  of  ten  members  (exclusive  of  the  chairman)  was 
provided  for  each  of  the  following  trades:  (1)  boots  and 
shoes;  (2)  articles  of  men's  and  boys'  clothing;  (3) 
shirts;  (4)  all  articles  of  women's  and  girls'  under- 
clothing; (5)  bread-making  or  baking.' 

The  board  for  the  furniture  trade  was  not  provided 
for  at  this  time  because  it  was  discovered  that  if  the 
board  members  were  to  be  elected  '^  the  Chinese  could 
have  elected  the  whole  or  a  large  majority  of  the  repre- 
sentatives on  such  board."  '  As  such  an  outcome  was 
not  deemed  desirable,  ParUament  was  appealed  to  at 
the  next  session  to  amend  the  act  so  that  the  members 
of  this  board  might  be  appointed  by  the  Governor  in 
Council.     This  change  was  accordingly  made. 

The  Bread-making  Board  was  the  first  to  be  organ- 
ized and  had  no  great  difficulty  in  reaching  a  deter- 
mination, inasmuch  as  it  did  not  have  to  work  out  a 
schedule  of  piece-work  rates.     The  minimum  wage  in 

1  Report  of  the  Chief  Inspector  of  Faotoriee,  etc..  for  1896.  p.  3. 

»  Ibid.,  p.  7. 

*  Report  of  Chief  Factory  Inspector  for  1897,  p.  5. 
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this  occupation  was  fixed  at  1  s.  (24  cents)  an  hour  and 
the  detennination  became  e£fective  in  April,  1897.^ 

The  (Men's)  Clothing  Board  met  for  the  first  time 
on  January  26,  1897,  and  with  peculiar  fitness  elected 
ss  its  chairman  Rev.  A.  R.  Edgar,  who  had  done  so 
much  to  bring  about  this  legislation.  The  work  set  for 
this  board  was  an  arduous  one,  for  it  had  to  fix  not  only 
time  wages  for  men  and  women  but  to  work  out  an 
elaborate  schedule  of  piece  rates.  It  was  not  until 
October  19,  1897,  that  the  final  determination  was 
reached.  It  fixed  7  s.  6d.  ($1.80)  per  day  as  the 
minimum  wage  for  adult  males  and  3  s.  4  d.  (81  cents) 
per  day  for  adult  females,  with  a  sliding  scale  for  appren- 
tices and  improvers  varying  with  age  and  experience. 
The  piece-work  rates  niunbered  thousands  of  items  and 
covered  when  printed  thirty-five  pages  of  closely  printed 
fools-cap.  They  were  fixed  (1)  for  males  on  order  work, 
(2)  for  females  on  order  work,  (3)  for  females  on  "slop 
work." « 

The  Boot  and  Shoe  Board  was  organized  on  February 
11, 1897.  For  eight  months  the  Board  met  at  frequent 
intervals  and  on  November  3d  it  fixed  a  minimum  wage 
of  7  s.  6  d.  ($1.82)  per  day  for  adult  males  and  3  s.  4  d. 
(81  cents)  per  day  for  females.  When  the  determina- 
tion was  published  the  manufacturers  lodged  a  protest 
against  its  enforcement,  on  the  ground  that  the  high 
minimum  rates  would  disorganize  industry,  ruin  the 
export  trade  and  lead  to  wholesale  dismissals.  Parlia- 
ment being  in  session,  it  was  decided  to  insert  a  clause 
in  the  bill  amending  the  Factories  Act  so  as  to  give  the 
Governor  in  Council  power  to  suspend  the  determina- 
tion of  any  Board  for  a  period  not  to  exceed  six  months.' 

>  Report  of  Chief  Faotory  Inepeotor  for  1897.  p.  5.       *  Ibid.,  p.  6. 

'  Beport  of  Select  Committee  of  the  LegialAtive  Council  on  the  Feotoriea  and  Shopa 
Amendment  Bill,  1897.  pp.  iii-iv. 
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The  Government  then  suspended  the  determination  in 
the  boot  trade  and  referred  the  matter  once  more  to  the 
Board.  The  Board  thereupon  reduced  the  minimum 
wage  for  males  to  6  s.  8  d.  ($1.62)  for  cHckers  and 
6  s.  ($1.46)  for  all  others.  The  piece  rates  were  not 
reduced,  which  meant  that  they  would  seldom  be 
paid.  This,  thought  the  Chief  Inspector,  meant  that 
the  "  safe-guard  of  the  old  and  slow  workers  was 
removed." 

The  Board  to  fix  the  rates  of  pay  for  workers  engaged 
in  the  manufacture  of  shirts,  collars,  cuffs,  etc.,  met  at 
intervals  during  the  year  1897  but,  owing  to  the  diffi- 
culty of  fixing  piece-work  prices,  did  not  reach  a 
determination  until  January,  1898.  Much  sweating 
was  said  to  exist  in  this  trade  and  the  out-workers  were 
eagerly  awaiting  the  determination.^ 

In  the  Women's  and  Girls'  Underclothing  Board 
many  difficulties  arose  in  connection  with  the  fixing  of 
piece-work  prices  and  dissensions  appeared  among  the 
members,  so  that  after  more  than  a  year's  effort  to  come 
to  an  agreement  the  board  resigned  in  May,  1898. 
Another  board  was  appointed  in  August  of  that  year 
and  after  nearly  another  year's  delay  reached  a  deter- 
mination in  June,  1899.  "  There  is  no  trade,"  said  Mr. 
Ord  in  his  Report  for  1898,  "  in  which  there  is  more 
sweating  than  in  the  manufacture  of  underclothing  and 
the  great  delay  which  has  through  various  circum- 
stances occurred  in  making  a  determination  has  been  a 
great  misfortune."  ^  Miss  Tate,  one  of  the  inspectors, 
reported  that  the  price  paid  for  making  underclothes  by 
one  of  the  large  city  warehouses  was  1  s.  6  d.  (36}  cents) 
per  dozen  pieces.  A  woman  could  make  one  dozen 
pieces  in  a  day  of  nine  hours  and  out  of  this  pay  of  9  s. 

>  Beport  of  Chief  Inspeotor.  1897.  p.  9.  >  Ibid.,  pp.  1»-19. 
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($2.19)  a  week,  she  had  to  provide  her  own  thread  and 
pay  for  returning  the  goods  to  the  warehouse.^ 

The  Furniture  Board,  the  only  one  not  elected,  did 
not  meet  until  February,  1897,  but  was  able  to  reach  a 
determination  by  March  24th.  Altho  the  law  required 
that  in  this  trade  both  time  and  piece-work  rates  be 
fixed  "  whenever  practicable,"  the  Board  did  not  fix 
piece-work  rates  but  established  a  minimum  wage  of 
7  s.  6  d.  ($1.82)  for  the  important  branches  of  the  trade.* 
This  benefited  the  European  workers,  but  proved 
impracticable  in  the  Chinese  factories  and  led  to  con- 
sequences which  will  be  later  described. 

Postponing  for  the  present  the  discussion  of  the  results 
of  the  wage  board  legislation  on  the  industrial  and  social 
life  of  the  colony,  we  may  say  that  three  years  of  expe- 
rience with  the  wages  boards  system  had  been  sufiS- 
ciently  successful  to  warrant  the  Victorian  Parliament 
in  1900  in  not  only  continuing  the  experiment  but  in 
extending  it  to  other  trades.  It  would  be  far  from  true 
to  state  that  the  success  of  the  experiment  was  gener- 
ally admitted.  To  many  employers  it  appeared  to  be  a 
heavy  load  on  industry  and  even  to  some  of  the  workers 
(the  old  and  infirm)  it  brought  suffering  rather  than 
relief.  But  viewed  in  the  light  of  present  knowledge  it 
would  be  fair  to  say  that  the  following  statement  made 
by  Mr.  Ord  in  his  annual  report  for  1898  presented  an 
adequate  summary  of  the  results  of  the  system  during 
the  first  several  years: 

With  a  full  knowledge  of  the  significance  of  the  statement,  I  say 
1  believe  the  system  has  been  successful.  I  do  not  for  a  moment  claim 
that  the  system  is  perfect,  and  propose  immediately  to  point  out 
defects.  That  it  has  to  a  large  extent  prevented  the  worst  evils  of 
free  competition  appears  to  me  beyond  a  doubt.* 

I  Report  of  Chief  Inspector  for  1808,  pp.  18-19. 

*  Ibid.,  p.  10.  *  Ibid.,  pp.  4-5. 
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The  Factories  Act  of  1896  was  to  continue  in  force 
only  until  January  1,  1900,  unless  Parliament  was  in 
session,  in  which  case  it  was  to  lapse  at  the  end  of  the 
session  unless  re-enacted  by  Parliament.  In  October, 
1899,  Mr.  Peacock  introduced  a  bill  to  continue  the 
act  and  extend  its  scope.  This  bill,  after  extended 
discussion  and  after  being  amended  in  several  important 
particulars,  became  a  law  on  February  20,  1900,  to 
become  effective  on  May  1st  of  that  year. 

The  principal  changes  made  in  the  wages  boards 
legislation  by  the  Act  of  1900  were  (1)  the  addition  of 
the  business  of  a  ''  butcher  or  seller  of  meat "  to  the 
trades  for  which  special  boards  were  provided;  (2) 
granting  permission  to  the  Government  to  provide  a 
special  board  for  any  other  trade  ''  usually  or  frequently 
carried  on  in  a  factory  or  work-room  "  if  either  house  of 
Parliament  by  resolution  declared  it  to  be  expedient; 
(3)  giving  to  the  boards  authority  to  fix ''  the  maximum 
ntunber  of  hours  per  week  for  which  such  lowest  wages, 
price  or  rate,  shall  be  payable  "  according  to  the  nature 
or  conditions  of  work;  (4)  giving  the  boards  authority 
to  fix  rates  of  pay,  higher  than  the  minimum,  for  over- 
time; (5)  providing  that  where  a  board  fixed  both  time 
wages  and  piece-work  rates  in  the  same  trade  the  piece- 
work rates  must  be  fixed  on  the  basis  of  what  a  man  of 
average  ability  could  earn  on  time  wages;  (6)  providing 
that  the  determination  of  a  special  board  should  be 
applicable  to  every  city  or  town  and  might  be  extended 
by  the  Governor  in  Coimcil  to  any  borough  or  shire  or 
part  of  a  shire;  (7)  providing  that  whenever  it  was 
proved  to  the  satisfaction  of  the  Chief  Inspector  that 
any  person  by  reason  of  age  or  infirmity  was  imable  to 
earn  the  minimum  wage  fixed  by  the  board,  the  Chief 
Inspector  might  grant  him  a  license  for  twelve  months 
to  work  at  a  less  wage  (named  in  the  license)  and  might 
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renew  the  license  from  time  to  time;  (8)  continuing  the 
statutory  minimum  wage  of  2  s.  6  d.  for  apprentices  and 
improvers  and  making  it  a  punishable  offense  to  evade 
the  provision  by  the  exaction  of  a  premium  or  bonus 
either  directly  or  indirectly  for  engaging  a  female 
apprentice  or  improver  in  making  articles  of  clothing 
or  millinery. 

These  were  important  amendments  and  they  did 
much  to  give  stability  to  the  new  mode  of  wage  regula- 
tion. They  were  not  adopted,  however,  without  a 
struggle  on  the  part  of  employers,  especially  those 
represented  in  the  Chamber  of  Manufactiu^.  Repre- 
sentations made  by  this  body  were  to  the  effect  that  the 
factory  acts  were  in  many  ways  injurious  to  the  trade 
and  industry  of  the  colony;  that  they  were  causing  a 
scarcity  of  labor,  were  reducing  the  export  trade  of  the 
colony  and  were  not  causing  the  increases  of  wages 
which  had  been  claimed.^ 

The  same  objections  were  repeated  in  the  debates  on 
the  bill  in  the  Legislative  Coimcil.  Very  Uttle  evidence 
was  submitted  in  support  of  the  claims  of  the  manu- 
facturers, and  on  the  whole  there  was  very  little  criti- 
cism of  the  effects  of  the  previous  legislation.  Many 
members  who  were  doubtful  as  to  the  advisability  of 
extending  the  wages  boards  legislation  to  other  trades 
were  willing  to  admit  that  beneficial  results  had  followed 
the  1896  act,  and  that  sweating  had  been  done  away 
with,  altho  there  were  others  who  claimed  that  this 
latter  result  was  incidental  to  a  return  of  prosperity 
and  was  not  due  to  the  regulation  of  wages. 

On  the  whole  the  most  thoughtful  speech  on  the  bill 
was  that  made  by  Sir  Henry  Wrixon,  who  said  apropos 
the  proposal  to  have  a  Royal  Commission  investigate 
the  workings  of  the  act: 

>  Pari.  Oebfttas,  vol.  93.  p.  3004. 
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The  real  operation  of  the  factory  laws  —  their  far-reaching  effects, 
the  way  in  which  they  will  influence  industry,  the  effects  they  may 
have  on  exertion,  how  far  they  may  divert  the  energies  of  the  people 
from  a  useful  course  —  all  these  are  things  which  you  will  not  find 
out  in  two  or  three  years,  nor  perhaps  in  ten  or  twenty  years.  The 
whole  thing  must  be  left  to  experience  and  no  inquiry  you  can  hold 
now  will  give  you  the  real  lessons  which  only  time  and  experience 
can  teach  with  regard  to  factory  legislation.  .  .  .  The  real  opera- 
tions, the  real  effect  of  the  State  taking  on  itself  to  direct  the  industry 
of  the  people  and  to  control  their  action  in  the  minute  manner  in 
which  this  has  been  attempted,  is  a  matter  the  result  of  which  may 
not  be  seen,  perhaps,  in  this  generation.  It  will  gradually  wear 
itedf  out  whether  we  like  it  or  whether  we  do  not.  Whatever  we 
may  think,  or  whatever  we  may  wish,  certain  results  will  follow,  and 
those  results  can  only  be  proved  by  experience.  .  .  .  The  only 
thing  we  can  do  is  to  try  the  experiment  fdirly,  and  as  time  goes  on 
the  results  will  be  made  clear  gradually  and  then  the  community 
will  be  able  to  learn  the  lesson  that  experience  has  taught.^ 

The  objection  most  strongly  urged  against  the  amend- 
ments was  that  they  proposed  to  extend  the  methods  of 
regulation  by  wages  boards  to  trades  "  in  which  there 
has  not  been  a  single  complaint  with  regard  to  sweat- 
ing." *  Fear  was  expressed  that  there  was  danger  of 
introducing  the  theory  of  a  minimum  wage  in  industry 
which  it  was  said  was  merely  "  a  retmn  to  the  legisla- 
tion of  the  Middle  Ages."  • 

The  Government,  however,  was  able  to  show  that  in 
asking  for  an  extension  of  the  wages  boards  system  to 
other  trades  than  those  named  in  the  1896  act  it  had 
acted  in  response  to  requests  not  only  from  working- 
men  but  from  employers,  —  some  of  them  employing 
a  considerable  nimiber  of  workingmen.  Thus  in  the 
cigar-making  trade,  eight  out  of  nine  manufacturers 
with  £50  Ucenses  and  29  having  £5  Ucenses  had  asked 
for  a  special  board  to  fix  a  minimum  wage  for  their 
trade.  Seventeen  employers  in  the  harness  and  saddlery 
trade  had  signed  a  petition  in  favor  of  a  board  on 

t  PatI.  Debates*  vol.  03.  p.  8011. 

s  Ibid.,  p.  3012.  «  Ibid.,  p.  3007. 


Digitized  by  LjOOQ IC 


WAGES  BOARDS  IN  AUSTRALIA  129 

account  of  the  disorganized  condition  of  the  trade. 
Thirty-four  employers  in  the  marble  masons'  trade 
allied  that  sweating  existed  in  their  trades  and  asked 
for  a  special  board.  Eighteen  of  the  lai^est  firms  in  the 
printing  trade  and  thirteen  employers  in  the  tanning 
trade  had  asked  for  boards  for  their  trades.  On  the 
side  of  the  employees  there  was  a  petition  from  269  men 
employed  in  saw-mills  asking  that  a  board  might  be 
appointed  to  consider  their  case.^ 

Sir  Frederick  Sargood,  who  still  led  the  Opposition  in 
the  Legislative  Coimcil  and  who,  it  will  be  remembered, 
derided  the  wages  board  idea  in  1895  as  impracticable, 
tho  still  very  critical  of  the  new  legislation,  acknowledged 
that  a  "  considerable  amount  of  good  has  arisen " 
from  the  Act  of  1896  and  said  that  there  were  many 
employers  who  were  asking  for  boards  for  their  trades. 
He  said: 

It  is  within  my  own  knowiedige,  apart  from  the  information  that 
^be  Solidtor-Geneial  has  read,  that  there  are  a  large  number  of 
trades  that,  rightly  or  wrongly,  believe  that  it  would  be  to  their 
interest  —  and  I  am  speaking  now  more  of  the  employers  than  the 
employees  —  to  come  under  the  Factories  and  Shops  Act.  At 
present  they  are  at  sixes  and  sevens;  they  believe  that  it  will  be 
fairer  if  all,  large  and  small,  are  put  on  the  same  footing.' 

The  Act  of  1900  carrying  the  amendments  above 
described  was  enacted  for  a  finisher  period  of  two  years. 
Parliament  insisted,  however,  in  coupling  these  amend- 
ments with  another  one  which  provided  for  the  appoint- 
ment of  a  Royal  Commission  to  inquire  into  the 
operation  of  the  Factories  Act  and  to  report  to  Parlia- 
ment. The  Victorian  Chamber  of  Manufactures  had 
asked  that  such  an  investigation  be  made  before  the 
factory  laws  were  re-enacted. 

Parliament  acted  quickly  in  response  to  the  powers 
given  by  the  act  of  1900  and  provided  during  that  year 

I  Pari.  Debfttee,  vol.  03,  p.  2902.  >  n>id.,  p.  3008. 
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boards  for  21  trades  in  addition  to  those  already  covered 
by  the  Act  of  1896.  As  many  of  these,  such  as  the 
carriage,  printing,  engraving  and  jewelry  trades,  could 
not  be  suspected  of  being  sweated  trades,  it  was  obvious 
that  a  great  change  in  the  principle  of  wage  regulation 
had  been  introduced  by  the  Act  of  1900. 

The  Royal  Commission  to  inquire  into  the  operation 
of  the  Factories  and  Shops  Act  was  appointed  by  the 
Governor  in  Coimcil  on  June  18,  1900.  It  was  com- 
posed of  twelve  members,  headed  by  the  Hon.  Alex- 
ander Peacock  and  having  as  one  of  the  members  Sir 
Frederick  Sargood.  Before  it  had  accomplished  any 
important  work  the  elections  of  1900  occurred.  Sir 
Frederick  Sargood  and  four  other  members  were  not 
returned  to  Parliament  and  therefore  ceased  to  be 
members  of  the  Conmiission.  Mr.  Peacock  and  one 
other  member  resigned  from  the  Commission,  which 
was  reconstituted  in  1901  with  Hon.  A.  R.  Outtrim  as 
President.^  The  Commission  took  voluminous  evi- 
dence during  the  years  1901  and  1902  and  visited  other 
colonies  to  investigate  the  workings  of  compulsory 
arbitration  and  early-closing  acts.  Its  report  was  not 
ready  when  Parliament  met  in  May,  1902,  and  the 
Government,  then  headed  by  Sir  Alexander  Peacock, 
was  preparing  to  submit  a  motion  to  continue  the  Fac- 
tories and  Shops  Act  for  a  finisher  period  of  time  in 
order  to  permit  the  Royal  Commission  to  complete  and 
submit  its  report.'  Before  this  could  be  done,  however, 
a  vote  of  no  confidence  had  been  taken  and  passed  in  the 
Legislative  Assembly.  The  Ministers  thereupon  re- 
signed and  a  new  Cxovemment  was  created  under  the 
leadership  of  Mr.  W.  H.  Irvine. 

1  Report  of  Royal  ConuniMioii  appointed  to  Investigate  and  Report  on  the  Opera- 
tion of  the  Factories  and  Shops  Law  of  Viotoria,  1903.     (Introductory  letters.) 

«  Pari.  Debates,  vol.  100.  pp.  3-4. 
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The  year  1902  marks  a  crisis  in  the  history  of  the 
wages  boards  in  Victoria.  The  country  was  experienc- 
ing a  business  depression,  in  part  at  least  the  conse- 
quence of  a  drought.  There  was  much  unemployment 
and  complaints  were  made  that  the  fixing  of  high 
minimum  wages  was  responsible  for  the  unemployment. 
The  country  districts  were  concerned  lest  the  principles 
of  a  minimtun  wage  and  of  a  reduction  of  hours  should 
be  applied  to  the  rural  industries.^  Industrial  distur- 
bances caused  by  the  awards  of  the  wages  boards  in  the 
fell-mongering  and  brush  industries  had  also  caused 
hostile  criticism  of  the  wages  boards. 

The  Fell-Mongers  Board  which  had  been  authorized 
by  a  resolution  of  Parliament  dated  October  11,  1900, 
was  duly  elected  on  March  19,  1901.  Shortly  after 
the  board  meetings  began,  the  employers'  representa- 
tives resigned  in  a  body  because  a  resolution  had  been 
carried  in  the  board  meeting  fixing  the  usual  hours  of 
work  at  48  per  week.  It  was  pointed  out  to  the  em- 
ployers that  it  was  impossible  to  say  what  effect  this 
would  have  on  the  trade  until  the  wages  had  been  deter- 
mined. The  chosen  representatives  would  not  recede 
from  their  position;  neither  would  other  employers 
come  forward  to  take  the  places  of  those  who  had 
resigned.  Under  the  circumstances  the  Governor  in 
Council  on  June  11,  1901,  appointed  five  persons  from 
outside  the  trade  to  represent  the  employers.  ,  The 
board  thus  constituted  reached  a  determination  which 
came  into  force  on  August  2,  1901.  The  employers  in 
the  trade  took  strong  objections  to  the  determination 
reached  in  this  way  and  appealed  to  a  Supreme  Court 
Judge  for  a  rule  nisi  to  quash  the  determination  on  the 
following  grounds:  (1)  That  the  persons  who  purported 
to  have  been  appointed,   without  election,   by  the 

>  PmI.  Oebftta*.  rol.  100,  pp.  13-14,  and  elsewhere. 
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Governor  in  Council,  were  not  and  could  not  be  repre- 
sentatives of  the  employers  under  the  Act;  (2)  that  the 
Board  had  no  jurisdiction  to  fix  prices  or  rates  for  watch- 
men; (3)  that  the  limitation  of  one  apprentice  or  im- 
prover to  every  eight  workmen  was  unreasonable; 
(4)  that  the  Governor  in  Council  had  no  power  to  ap- 
point one  special  board  for  fell-mongers,  or  wool- 
scourers,  or  tanners  of  sheepskins.  The  Court's 
decision  was  in  favor  of  the  Crown  on  every  point  except 
the  second,  where  it  was  decided  that  the  board  had 
exceeded  its  jurisdiction.  This  decision  was  given  on 
September  7,  1901.  The  majority  of  the  employers 
then  closed  their  establishments  and  the  employees 
were  thrown  out  of  work.  The  men  nevertheless  were 
determined  to  uphold  the  determination  and  did  not 
ask  the  Government  to  alter  it  in  any  way.  After  a 
time  some  of  the  yards  resimied  operations  but  others 
continued  idle.^  This  was  the  situation  when  Parlia- 
ment convened. 

The  trouble  in  the  brush  industry  concerned  only 
a  single  employer.  Mr.  Laurence  Jones,  a  brush  manu- 
facturer who  had  come  from  England  about  the  year 
1900,  had  established  a  factory  at  Heap-Lane,  Mel- 
bourne. He  expended  about  £3000  for  machinery  and 
employed  about  fifty  females  in  his  establishment.  He 
claimed  that  he  taught  these  women  their  trade  and 
paid  them  from  17  s.  ($4.13)  to  20  s.  ($4.87)  per  week, 
"  with  which  they  were  perfectly  satisfied."  »  Mr. 
Samuel  Mauger,  Secretary  of  the  Anti-Sweating  League, 
maintained  that  an  investigation  showed  that  the 
earnings  of  the  women  in  this  factory  ranged  *'  from  7  s. 
($1.70)  to  9  s.  ($2.19)  a  week  to  do  what  was  really 
men's  work."  • 

1  Report  of  Chief  Inspector  for  1001,  pp.  23-21. 

*  Letter  from  L«urenoe  Jones,  Psrl.  Debates,  vol.  100,  p.  275. 

s  Letter  to  The  Affe,  quoted  in  Pari.  Debates,  vol.  100,  p.  775. 
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The  employers  in  the  other  brush  factories  asked  for 
a  wages  board  which,  on  being  elected,  fixed  the  wages 
at  45  s.  ($10.94)  a  week  for  "  all  persons  employed  at 
bass  and  hair  pan  work."  This  work  consisted  of 
making  heavy  brooms,  such  as  are  frequently  used  in 
cleaning  streets,  and  the  Board  apparently  thought 
that  women  should  not  be  employed  in  this  branch  of 
the  work.  Mr.  Jones  protested  against  the  deter- 
mination and  induced  his  employees  also  to  protest, 
but  the  Board  would  not  alter  its  determination  and  the 
Minister  of  Labor,  Mr.  Murray,  would  not  refuse  to 
gazette  it.  Mr.  Jones,  thereupon,  removed  his  business 
to  Tasmania,  which  at  that  time  had  no  legislation 
regulating  wages.^ 

The  new  Clovemment  at  once  assumed  a  hostile 
attitude  towards  the  wages  boards  legislation.  Mr. 
Irvine,  the  Premier,  declared  that  the  Factories  and 
Shops  Act  was  ''  practically  strangling  industries  which 
were  in  a  very  flourishing  condition  before  the  Act  was 
passed,"  and,  he  continued,  "  I  refer  more  particularly 
to  the  fell-mongering  business."  ' 

The  new  Minister  of  Labor,  Mr.  John  Miuray,  had, 
prior  to  his  acceptance  of  a  ministerial  position,  in  his 
speech  on  the  no-confidence  motion  on  June  3d, 
expressed  his  opinion  of  the  wages  boards  in  these 
words: 

While  the  Factories  Act  is  in  itself  inherently  good,  the  admin- 
istration of  that  act  has  been  infernally  bad,  and  it  is  the  bad 
administration  of  a  good  act  that  has  conduced  so  much  to  the 
unpopularity  of  the  measure.  Who  is  responsible  for  that  admin- 
istration ?  Why  the  Premier  [Mr.  Peacock]  himself.  The  wages 
boards  have  done  more  to  wreck  factory  legislation  in  the  minds  of 
the  people  —  and  the  determinations  of  these  boards,  it  must  be 

1  ParL  Debates,  vol.  100.  pp.  775-777.  It  would  be  interestrng  to  know  what  Mr. 
Jones  baa  done  nnoe  Tasmania  bas  enacted  wages  boards  legislation. 

*  Pari.  Debates,  rol.  100,  p.  19. 
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remembered,  have  been  approved  of  in  every  instance  by  the 
honorable  gentleman  who  administers  the  act  —  than  anything  in 
the  Factories  Act  itself.^ 

A  few  weeks  later  Mr.  Murray,  as  Minister  of  Labor, 
had  to  move  the  continuance  of  the  Factories  Act, 
including  the  existing  wages  boards,  for  another  six 
months  and  was  obUged  to  endure  considerable  "  chaff- 
ing "  from  Sir  Alexander  Peacock,  now  leader  of  the 
Opposition,  for  his  apparently  sudden  conversion.* 

Altho  there  was  little  resistance  to  the  passage  of 
the  Continuation  bill  in  the  Assembly,  it  was  made 
the  object  of  bitter  attack  in  the  Coimcil.  While  the 
opponents  of  the  wages  boards  would  not  declare  that 
they  would  refuse  to  vote  in  favor  of  a  continuation  of 
the  Factories  Act,  they  succeeded  in  postponing  from 
week  to  week  a  vote  on  the  measure,  claiming  that  the 
report  of  the  Royal  Commission  would  soon  be  ready 
and  that  there  would  be  time  enough  to  prepare  a  new 
bill  based  on  the  information  suppUed  by  the  Com- 
mission. In  the  meantime  the  long  pent-up  feeling 
against  the  wages  boards  had  an  opportimity  to  vent 
itself  in  the  debates.  The  friends  of  the  wages  boards 
in  the  Council  were  either  too  timid  to  make  reply  or 
considered  that  it  was  best  not  to  delay  a  vote  on  the 
measure  by  attempting  to  answer  the  charges  made 
against  it.  Members  from  the  coimtry  districts 
suffering  from  the  drought  expressed  the  fear  that 
capital  was  being  driven  out  of  the  country  by  the 
wages  board  determinations.  The  occasion  for  this 
fear  was  the  closing  of  the  fell-mongering  establish- 
ments, which  made  it  necessary  to  send  sheepskins  out 

1  Pari.  Debates,  vol.  100,  p.  58.  When  I  was  in  Melbourne  in  the  eariy  part  of  1012, 
Mr.  Murray  was  Premier  of  Victoria.  In  a  conversation  which  I  had  with  him  he  ex- 
pressed the  opinion  that  the  wages  boards  system  was  proving  very  satisfactory  and  that 
opposition  to  it  had  practicaUy  died  away. 

*  Pari.  Debates,  vol.  100.  pp.  89, 110. 
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of  Victoria  to  be  worked  up.^  Other  speakers  com- 
plained that  the  boards  fixed  the  TniTiimmn  wage  so 
high  that  instead  of  benefiting  employees  it  threw  the 
weaker  ones  out  of  work.  The  Factories  Act  was  said 
to  be  ''  a  law  to  crush  out  the  weak/'  *  Still  others 
objected  to  ''  the  new  religion  —  that  unless  a  trade 
could  give  a  man  the  highest  possible  amoimt  of  wages 
it  ought  not  to  be  a  trade  at  all,  and  ought  to  be  sent 
elsewhere.  This  simply  transferred  the  burden  from 
our  own  State  to  our  neighbors,  because  these  trades 
must  be  carried  on  somewhere.'' ' 

One  member  complained  that  the  wages  boards 
system  took  the  management  of  business  out  of  the 
hands  of  employers  and  placed  it  in  the  hands  of  the 
chairmen  of  the  boards,  men  who  were  ''  not  practical 
business  men  and  very  seldom  knew  anything  at  all, 
or  at  any  rate  knew  very  little  of  the  particular  business 
they  were  asked  to  arbitrate  upon."  * 

It  was  said  that  the  workers  had  not  received  in- 
creased pay  from  the  operations  of  the  law,  and  in- 
genious arguments  taken  from  a  pamphlet  published 
by  the  Victorian  Employers'  Federation  were  used  to 
show  that  the  working  classes  could  not  benefit  by  such 
l^ifilation.  According  to  the  writer  of  this  pamphlet, 
the  minimum  wage,  if  appUed  to  an  over-suppUed 
labor  market  ''  inevitably  leads  to  selection  amongst 
the  operatives  ";  if  based  upon  the  earning  power  of 
workmen  of  average  skill  it  means  that  ''  the  man 
below  the  standard  must  be  discharged  "  ;  acting  in  a 
market  where  labor  is  scarce  ''  it  is  unnecessary,  as 
wages  then  rise  by  the  operation  of  the  law  of  supply 
and  demand."  ^ 

>  Pari.  Debfttee.  vol.  100,  p.  309.  >  Ibid. 

*  Ibid.,  p.  641.  <  Ibid.,  p.  713. 

*  Qootad  in  Pferl.  Debates,  vol.  100.  p.  774. 
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Not  only  the  theory  of  the  TninimiiTn  wage  came  in  for 
severe  criticism  in  the  Council  but  its  administration 
was  roundly  scored.  "  One  of  the  most  prominent 
citizens  "  of  Melbourne  was  quoted  with  approval  as 
saying  that  the  Factories  Act  was  '^  being  administered 
by  an  honest,  energetic,  well-meaning  mono-maniac."  ^ 
The  Chief  Inspector,  Mr.  Harrison  Ord,  was  the  gen- 
tleman thus  characterized. 

Altho  urged  in  a  half-hearted  way  by  the  Solicitor- 
General  to  hasten  the  passage  of  the  continuation  act, 
and  altho  informed  by  members  of  the  Royal  Commis- 
sion that  their  report  would  not  be  ready  for  some  time, 
the  Council  continued  its  policy  of  delay  by  postponing 
the  time  for  a  vote  imtil  September  10th,  when  Parlia- 
ment was  prorogued.  Since  the  Factories  Act  lapsed 
with  the  end  of  the  session  of  Parliament  unless  renewed, 
the  State  of  Victoria  suddenly  found  itself  without  any 
factory  legislation  except  the  antiquated  and  partially 
repealed  statute  of  1890.  All  the  determinations  of 
special  boards  ceased  to  have  any  legal  effect  at  the 
same  time. 

The  majority  of  the  employers  who  had  been  working 
under  wages  boards'  determinations  did  not  take  advan- 
tage of  the  lapse  to  reduce  wages  or  otherwise  to  alter 
conditions.  This  was  cited  by  the  friends  of  the  boards 
as  evidence  against  the  claim  that  the  determinations 
were  hampering  industry. 

The  prorogation  of  Parliament  was  followed  by  its 
dissolution.  The  general  elections  resulted  in  a  con- 
tinuation of  the  Irvine  Government  and  when  Parlia- 
ment again  met  that  Government  immediately  brought 
in  a  bill  for  the  revival  of  the  Factories  Act. 

The  bill  was  vigorously  debated  in  both  houses  and 
the  wages  boards  were  attacked  even  more  bitterly  than 

1  Pari.  Debates,  vol.  100.  p.  895. 
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at  the  preceding  session.  Aside  from  a  strong  speech 
made  in  their  behalf  by  Sir  Alexander  Peacock,  little  was 
said  in  their  favor.  The  opponents  of  the  boards  had 
gained  boldness  by  the  lapse  of  the  determinations  and 
were  now  willing  to  declare  openly  that  they  should  not 
be  revived,  "  The  wages  boards  are  dead  and  buried," 
declared  one  speaker,  "  and  the  cry  on  the  part  of  some 
people  is  that  it  would  be  well  to  let  them  remain 
buried  and  not  re-enact  the  wages  boards  sections  of 
the  Act."  ' 

A  new  argument  against  the  boards  was  that  at  the 
time  the  act  providing  for  them  was  enacted  there  was 
no  union  of  the  Australian  colonies.  '^  Now  that  we 
have  federation,"  it  was  said,  '^  and  have  to  compete 
with  the  other  states  of  Australia,  we  should  not  be 
placed  at  a  disadvantage  in  the  competition  by  any 
restriction  on  trade  such  as  the  wages  boards."  ' 

Finally,  after  the  Legislative  Council  had  succeeded 
in  having  certain  important  amendments  adopted,  the 
Factories  and  Shops  Continuation  Act  of  1902,  which 
continued  the  act  until  October  31,  1903,  and  revived 
all  but  one  of  the  determinations  of  special  boards 
made  prior  to  July  16,  1902,  was  passed  and  came  into 
force  on  December  6,  1902.  The  amendments  to  the 
act  made  by  the  Council  were  far-reaching  and  had 
serious  consequences. 

The  Fell-Mongers'  Board  and  the  determination 
which  it  had  made  were  not  revived,  but  a  new  board 
was  created.  This  and  all  other  boards  which  had  not 
completed  their  determinations  were  made  subject  to 
the  restriction  that  no  determination  should  be  gazetted 
unless  it  had  been  reached  by  at  least  two  employers 
voting  with  the  employees  or  two  employees  voting 
with  the  employers.     The  power  of  the  Chairman  to 

1  Pari.  Debatet,  vol.  101,  p.  248.  »  Ibid.,  p.  282. 
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vote  was  taken  away.  The  Carriage  Board  was  abol- 
ished. No  new  wages  boards  might  be  constituted 
and  no  determinations  of  any  board  might  be  extended 
to  any  shire.^ 

The  amendment  which  took  away  from  the  Chairman 
the  power  to  cast  the  deciding  vote  and  made  necessary 
some  form  of  mutual  agreement  between  employers  and 
employees  if  a  determination  was  to  be  reached,  had  a 
paralyzing  effect  upon  the  boards  then  in  existence 
which  had  not  yet  made  a  determination.  Only  one 
of  the  eight,  the  Leather  Goods  Board,  was  able  to 
reach  a  determination.  This  Board  had  about  con- 
cluded its  work  when  the  prorogation  of  Parliament  had 
caused  a  suspension  of  its  activities  and  its  determina- 
tion would  doubtless  have  been  carried  by  a  unanimous 
vote.'  Under  the  circumstances  it  was  not  difficult 
to  arrive  at  a  determination  when  the  Board  was  re- 
vived. The  other  seven  boards,  however,  failed  to 
accomplish  anything.  In  one  instance  a  representative 
of  the  employees  resigned  and  no  successor  was  elected; 
in  another  case  the  employers'  representatives  refused 
to  vote,  while  in  the  remaining  cases  the  chairmen  were 
obUged  to  report  that  there  was  no  prospect  of  an 
agreement  being  reached  and  the  boards  adjourned 
indefinitely.* 

There  were  at  the  close  of  1902  twenty-nine  boards 
whose  determinations  had  been  reached  prior  to  the 
lapse  of  the  acts  and  which  had  been  revived  by  Parlia- 
ment. Through  a  mistake  in  the  wording  of  the  act, 
however,  no  way  had  been  provided  for  amending  or 
altering  a  determination  and  this  was  proving  embar- 
rassing, for  trade  changes  frequently  made  alterations 
necessary.^ 

1  Report  of  Chief  Inspector  for  1902,  p.  4. 

«  Ibid.,  p.  35.  •  Ibid.,  pp.  34-^6.  «  Ibid.,  p.  12. 
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The  long-delayed  Report  of  the  Royal  Commission 
Appointed  to  Investigate  and  Report  on  the  Operation 
of  the  Factories  and  Shops  Law  of  Victoria  was  com- 
pleted in  February,  1903,  and  presented  to  Parliament. 
The  Conmiission  had  not  limited  its  investigations  to 
Victoria,  but  had  visited  other  Australian  states  and 
New  Zealand  to  study  the  operation  of  their  laws.  The 
investigation  seems  to  have  been  a  careful  one  and  to 
have  been  conducted  in  no  partisan  spirit. 

With  reference  to  the  wages  boards  the  Commission 
declared  that  '*  despite  grave  abuses  made  by  the  boards 
...  it  may  be  conceded  that  they  have  effected  a 
good  deal  of  useful  work  in  connection  with  the  deter- 
minations.'' *  The  chief  defects  in  the  boards'  work 
discovered  by  the  Commission  were  (1)  that  the  chair- 
man usually  had  no  technical  knowledge  of  the  trade, 
altho  it  was  by  his  casting  vote  that  decisions  on  any 
doubtful  point  were  conmionly  made;  (2)  that  the 
boards  had  no  power  to  call  for  and  take  evidence  on 
oath,  or  to  examine  books  and  records  in  any  business; 

(3)  that  decisions  reached  oftentimes  by  a  close  vote 
were  not  subject  to  review  by  an  independent  tribunal; 

(4)  that  the  law  did  not  provide  for  granting  permits 
to  ''  slow  and  unskilful  workmen,"  as  it  did  for  old  and 
infirm  workers.* 

The  Conmiission  admitted  that  many  of  the  em- 
ployers who  gave  evidence  looked  with  critical  eyes 
upon  the  wages  boards,  saying  that  they  had  made  very 
serious  mistakes  which  tended  to  hamper  and  restrict 
industry,  such  as  fixing  the  minimum  wage  too  high, 
unduly  restricting  the  niunber  of  apprentices  and 
improperly  regulating  over-time  and  piece-work.  Great 
stress  was  laid  by  these  employers  on  the  fact  that 

1  Report  of  the  Royal  Commianon,  p.  zzzii. 
>  Ibid.,  pp. 
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determinations  had  been  reached  by  the  casting  vote 
of  chairmen,  who  did  not  give  proper  consideration  to 
the  wage  increase  which  industries  could  bear  but  were 
governed  by  what  they  considered  to  be  "  the  cause  of 
humanity  "  and  when  a  doubt  existed  gave  the  benefit 
to  the  wage  earner. 

To  satisfy  themselves  as  to  the  truth  of  these  allega- 
tions, the  Commission  investigated  the  conditions  in 
all  trades  (11  in  aU)  in  which  a  determination  had  been 
in  force  long  enough  for  the  results  to  have  become 
known.  It  was  found  that  while  mistakes  had  been 
made  in  the  first  award  in  the  boot  industry  and  in  the 
awards  in  the  printing  and  wood-working  industries, 
on  the  whole  the  evil  effects  of  wages  boards'  deter- 
minations had  been  greatly  exaggerated  in  and  out  of 
Parliament.  The  export  trade  of  all  the  industries 
which  had  an  export  trade  at  the  time  the  board  deter- 
minations went  into  effect  had  shown  a  substantial 
gain.  The  niunber  of  employees  had  not  diminished 
except  in  the  trades  where  much  machinery  had  been 
introduced,  altho  the  European  furniture  trade  had 
shown  no  marked  increase.  Sweating,  it  was  declared, 
had  practically  disappeared.^ 

The  Commission  concluded  its  report  on  the  work  of 
the  wages  boards  by  stating  that  while  the  evidence 
showing  that  serious  errors  had  been  made  by  the 
boards 

has  to  be  admitted,  we  recognise  that  there  cannot,  in  the  circum- 
stances of  the  time  be  any  return  to  the  old  conditions  of  freedom 
of  contract  in  factory  labor.  The  well-being  of  thousands  of  wage 
earners  with  thousands  of  others  dependent  on  them,  rests  on  a 
humane,  well-conceived,  and  properly  administered  law  for  the  pro- 
tection of  this  kind  of  labor.  It  is  clearly  our  duty,  therefore,  not 
to  destroy  the  good  work  already  done  in  the  cause  of  humanity  and 
justice,  but  to  so  modify  and  correct  defects  which  experience  has 

1  RflpOft  of  Uks  Royal  CommiaBum,  pp.  xxzv-4z. 
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shown  to  exist  that  the  best  principles  of  our  factory  legislation  may 
be  maintained  and  extended,  altho  in  a  different  form.^ 

The  members  of  the  Commission  had  been  greatly 
impressed  with  the  New  Zealand  Conciliation  and 
Arbitration  Act,  which  despite  certain  admitted  defects 
the  Conomission  declared  to  be  ''  the  fairest,  the  most 
complete  and  the  most  useful  labor  law  on  the  statute 
books  of  the  Australian  states."  *  They  therefore 
recommended  the  adoption  of  this  system  in  Victoria, 
with  such  modifications  as  experience  had  shown  to 
be  needful.  Other  and  less  radical  changes  in  the 
Factories  Act  were  also  recommended. 

Parliament  seems  to  have  been  very  little  impressed 
by  the  recommendation  of  the  Royal  Conunission  that 
the  system  of  compulsory  arbitration  be  substituted 
for  the  wages  boards.  When  it  reassembled  in  Sep- 
tember, 1903,  the  Government  introduced  a  bill  to 
continue  the  Factories  Act  indefinitely  but  proposed 
several  important  amendments  to  the  wages  boards 
plan.  The  Minister  of  Labor,  Mr.  Murray,  who  intro- 
duced the  bill  and  who,  it  will  be  remembered,  showed 
no  enthusiasm  for  the  boards  in  1902,  now  said  that  he 
did  not  think  the  New  Zealand  laws  had  proved  satis- 
factory *  and  that  the  Victorian  "  system  of  an  arbitrary 
fixing  of  a  minimum  wage  is  a  provision  I  am  prepared 
to  defend,  as  against  all  other  propositions  that  have 
been  made,  or  against  all  systems  that  are  in  operation 
elsewhere."  ^  He  presented  statistics  which  showed 
that  the  growth  of  those  industries  which  were  imder 
the  wages  boards  plan  had  been  fully  as  great  as  that  of 
the  trades  not  included,  so  that  there  was  no  truth  in  the 
oft-repeated  assertions  that  tLe  wages  board  system  was 
preventing  the  growth  of  industry.^ 

*  Bepofft  oi  tlie  Royal  CommiHioii,  p.  bnr.       >  Pari.  Debates,  vol.  105,  pp.  46,  52. 
s  Snd..  p.  zxiii.  *  Ibid.,  p.  46. 

*  Ibid.,  pp.  47-50. 
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The  debate  on  the  continuation  bill  was  very  lengthy 
and  the  wages  boards  were  defended  by  most  speakers 
on  both  sides  in  the  Assembly.  There  was  doubtless 
truth  in  the  statement  made  by  one  speaker  that  some 
members  favored  the  wages  boards  because  they  feared 
that  if  they  were  not  continued  a  "  worse  system  " 
(compulsory  arbitration)  would  soon  follow.^ 

In  the  Council  the  wages  boards  were  attacked  with 
the  usual  vigor.  They  were  said  to  have  obstructed 
commercial  progress,  driven  money  out  of  the  country, 
brought  about  a  great  loss  of  population,  thrown  the 
inferior  workers  out  of  employment,  prevented  the 
youth  of  the  country  from  learning  trades,  brought  all 
workers  down  to  the  same  level,  made  the  minimum 
wage  the  maximum  and  destroyed  the  ability  and  enter- 
prise of  individual  workers.^  On  the  other  hand  it  was 
said  that  they  had  not  prevented  sweating  nor  put  an 
end  to  strikes.' 

There  was  little  evidence  brought  forward  to  sustain 
these  allegations  but  they  served  to  show  the  uncom- 
promising attitude  on  the  part  of  many  members  of  the 
Council.  A  fair  sample  of  the  arguments  made  in  the 
upper  house  is  contained  in  the  following  statement 
made  by  N.  Levi.     He  was 

entirely  opposed  to  the  wages  boards  system.  The  Supreme  Being 
and  Creator  of  mankind,  who  decreed  that  all  human  creatures 
should  work  for  their  living,  allowed  them  their  free  will  to  accept 
whatever  remuneration  they  were  disposed  to  take  for  their  services 
and  never  meant  that  they  should  be  prevented  by  himian  laws 
from  taking  whatever  wages  they  saw  fit.^ 

The  Council  proceeded  to  pass  an  amendment  to  the 
bill  which  limited  the  scope  of  the  boards'  determina- 
tions to  females  of  any  age  and  to  males  under  the  age  of 
21.^     When  news  of  this  action  reached  the  ears  of  the 

1  Pari.  DdMitfla,  rol.  105,  p.  691.  «  n>id.,  p.  677. 

s  n>id..  pp.  666-685.  «  n>id.,  p.  666. 

•  n>id.,  p.  758. 
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Ministers  and  of  the  outside  public,  such  a  stonn  of 
opposition  was  created  that  the  Council  decided  to  re- 
commit the  bill  to  the  committee  where  the  objection- 
able amendment  was  cut  out.  The  Coimcil  however 
insisted  on  amendments  which  took  away  from  the 
wages  boards  their  power  to  limit  the  number  of  inden- 
tured apprentices  in  any  trade  and  which  required  that 
in  the  future  no  new  boards  be  constituted  without  the 
consent  of  both  houses  of  Parliament.  Finally,  the 
Coimcil  refused  to  make  the  Factories  Act  a  permanent 
one  but  limited  its  duration  to  December  31,  1905. 

In  view  of  the  open  hostility  to  the  wages  boards  in 
the  Council  and  in  view  of  the  fact  that  practically  no 
one  in  that  house  supported  them  in  debate,  it  may 
cause  surprise  that  the  bill  for  the  continuance  of  the 
Factories  Act  was  allowed  to  pass  at  all.  The  explana- 
tion may  be,  in  part,  that  changes  had  recently  been 
made  in  the  mode  of  selecting  members  for  the  Council 
whereby  it  became  much  more  of  a  representative 
Chamber.  The  public  meetings  held  to  uphold  the 
wages  boards  legislation  and  to  express  disapproval 
of  the  Council's  attitude  thereto  probably  caused  some 
members  of  that  body  to  feel  that  they  were  not  voicing 
the  views  of  their  constituents.  This,  together  with 
the  fact  that  the  Council  was  able  to  incorporate  several 
important  amendments  in  the  bill,  led  to  the  decision 
to  continue  the  wages  boards.^  Altho  still  a  temporary 
measure,  the  Factories  and  Shops  Act  with  its  provi- 
sion for  establishing  a  minimum  wage  in  industries  had 
successfully  passed  its  crisis  and  in  1905  there  was  little 
difficulty  in  having  the  act  made  a  permai^ent  one. 

*  An  iafluential  factor  wm  the  apeaeh  of  Sir  Henry  Wrizon,  whose  opinions  weie 
held  in  mnoh  respect  by  the  CoundL  At  «  critical  staoe  in  the  consideration  of  the 
bin  he  took  the  floor  and  urfed  that  the  btU  be  pasmd  in  spite  of  what  he  was  willing 
to  admit  were  its  defects. 
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4>  Growing  Popularity  of  Wages  Boards  in  Victoria 

The  Factories  and  Shops  Act  of  1903  in  Victoria 
introduced  the  following  changes  in  the  wages  boards 
legislation.  (1)  The  amendment  to  the  law  in  1902 
whereby  two  employers'  representatives  must  vote  with 
the  employees  or  two  employees'  representatives  with 
the  employers  in  order  to  reach  a  determination  was 
repealed  and  the  right  to  cast  the  deciding  vote  in  case 
of  a  tie  was  restored  to  the  Chairman.  (2)  A  Court  of 
Appeals  was  created  to  pass  on  cases  in  which  either 
employers,  employees,  or  the  Minister  wished  to  take  an 
appeal  from  the  decision  of  a  board.  The  Court  was  to 
consist  of  a  Supreme  Court  Judge,  aided,  if  he  so  de- 
sired, by  two  assessors,  representing  both  the  conflict- 
ing interests,  to  give  the  judge  advice  on  technical 
points.  The  assessors,  however,  were  not  given  the 
right  to  vote.  (3)  New  special  boards  might  be  created 
if  the  resolution  authorizing  them  were  adopted  by  both 
houses  of  Parliament.  (4)  Special  boards  were  no 
longer  to  place  limitations  on  the  nimiber  of  apprentices 
in  any  trade  or  business.  (5)  The  Chief  Inspector  was 
empowered  to  grant  permits  to  "  slow  "  workers  as  well 
as  to  old  and  infirm  ones  and  on  the  same  conditions. 
(6)  The  boards  might,  if  they  saw  fit,  fix  the  special 
wages  or  rates  at  which  old,  infirm  or  slow  workers 
might  accept  employment.  (7)  In  reaching  a  deter- 
mination as  to  the  minimum  wage  or  price  to  be  paid 
to  any  worker  each  special  board  was  instructed  to 
ascertain  the  average  wage  or  price  "  paid  by  reputable 
employers  to  employees  of  average  capacity  "  and  to 
fix  the  TniTiiimiTn  wage  or  rate  no  higher  than  such 
average.  If  the  board  beheved  that  the  average  was 
too  low  to  serve  as  a  minimum  it  might  refer  the  matter 
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to  the  Court  of  Appeals.  (8)  The  Minister  was  given 
power  to  nominate  the  members  of  any  special  board 
and  unless  one-fifth  or  more  of  the  employers  or  em- 
ployees respectively  objected  within  twenty-one  days 
to  the  persons  nominated  to  represent  them,  the  persons 
nominated  might  be  appointed  members  of  the  board  by 
the  Minister.  If  one-fifth  of  the  employers  or  em- 
ployees did  object,  an  election  was  to  be  held  the  same 
as  hitherto. 

This  last  amendment  was  one  which  received  the 
strong  indorsement  of  Sir  Alexander  Peacock,  leader  of 
the  Opposition.  Sir  Alexander  has  always  favored  the 
appointment  rather  than  the  election  of  the  board 
members.  His  reasons  are  well  set  forth  by  the  follow- 
ing extract  from  his  speech  on  the  adoption  of  the 
amendment.     He  said: 

I  am  confident  that  the  great  defect  that  has  arisen  in  connection 
with  our  wages  boards  is  owing  to  the  fact  that  the  representatives 
on  the  respective  sides,  before  they  are  elected  at  all,  have  made 
pledges  as  to  what  they  would  do  when  they  came  to  deal  as  jurymen 
with  questions  to  which  they  should  give  the  fairest  attention, 
recognizing  all  interests;  and  then  having  made  those  pledges  the 
questions  that  come  before'them  are  pre-judged  before  any  evidence 
is  taken.  .  .  .  We  know  that  candidates  for  election  to  the  wages 
boards  have  canvassed  for  votes,  and  have  pledged  themselves  to 
ask  for  certain  rates  of  wages,  and  that  on  the  other  side  the  em- 
ployers' representatives  have  pledged  themselves  beforehand  to 
insist  on  the  wages  being  as  low  as  possible.  That  was  all  done 
before  any  evidence  was  taken  to  determine  what  the  proper  rates 
were.  For  three  years  we  tried  that  system  and  my  experience  in 
administering  the  act  was  exactly  what  I  have  said.^ 

In  August,  1905,  the  Government  introduced  the  bill 
to  consohdate  and  make  permanent  the  nine  existing 
laws  relating  to  factories  and  shops.  No  changes  were 
made  in  the  laws  themselves.  In  introducing  the 
measure  the  Minister  of  Labor  called  attention  to  the 

I  Pvl.  Debates,  vol.  105,  pp.  116-117. 
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fact  that  in  1896,  the  year  when  the  wages  boards  plan 
was  mtroduced  into  legislation,  the  number  of  workers 
registered  in  factories  was  40,814;  in  1904  it  was 
60,977.1     He  said: 

If  these  figures  prove  anything,  I  think  that  they  prove  that  the 
laws  relating  to  factories  have  not  in  any  way  impeded  the  progress 
of  trade  in  this  country.  I  think  those  figures  also  prove  the 
efficacy  and  great  advantage  of  having  these  industrial  laws  in  the 
State.  No  doubt,  in  the  early  history  of  these  Acts,  there  was  very 
considerable  friction  in  connection  with  the  position  of  employer 
and  employees.  I  think  I  am  correct  in  stating  that  the  Acts  are 
now  working  smoothly,  and  that  a  much  better  feeling  exists  — 
aknost  the  best  of  feeling  —  between  both  sides,  and  that  the  em- 
ployers as  well  as  the  employees  are  thoroly  well  satisfied  with 
the  law  as  it  obtains*  at  present.  I  think  that  the  hostile  mood  that 
was  apparent  in  the  early  history  of  these  Acts  has  disappeared,  and 
that  there  is  every  prospect  of  success  in  connection  with  our  indus- 
trial legislation.* 

The  early  passage  of  the  consolidating  bill  through 
both  houses  of  Parliament  gave  evidence  of  the  truth 
of  the  Minister's  statement.  The  debates  on  the 
measure  were  very  brief.  Most  of  the  speakers  praised 
the  acts  for  having  prevented  sweating  and  strikes  and 
for  improving  the  relations  between  masters  and  men.* 
Some  little  muttering  of  discontent  was  heard  from 
those  members  who  claimed  that  the  acts  were  still  in 
the  "  experimental  "  stage  and  should  therefore  not  be 
made  permanent,  but  this  was  but  the  lingering  echo  of 
the  storm  of  opposition  which  had  nearly  swept  the  acts 
away  in  1902-^3.^  When  the  time  came  for  a  vote  the 
bill  to  consolidate  and  make  permanent  the  existing 
factories  legislation  passed  in  both  houses  without  a 
division. 

Since  1905  no  fundamental  changes  in  the  wages 
boards  legislation  have  been  made  in  Victoria,  but  the 

1  Pari.  Debates,  vol.  110.  p.  906.  >  n>id.,  vol.  111.  pp.  1608-1612. 

s  n>id.,  p.  906.  *  Ibid.,  p.  1611. 
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powers  of  the  boards  have  been  steadily  mcreased. 
The  provision  in  the  1905  act  by  which  every  board  was 
instructed  to  ascertain  the  average  wages  ''  paid  by 
employers  to  employees  of  average  capacity  "  was  found 
to  be  unsatisfactory  and  to  hamper  the  work  of  the 
boards.  It  was  accordingly  repealed  in  1907.*  In 
1909  Parliament  provided  that  District  Boards  might  be 
appointed  in  the  mining  industry  instead  of  one  board 
for  the  entire  State  and  that  any  district  board  might 
make  its  determinations  apply  to  any  part  of  such  dis- 
trict as  it  saw  fit.  At  the  same  session  of  Parliament 
power  was  given  to  the  Governor  in  Council  to  authorize 
the  boards  to  take  into  consideration  in  fixing  the  lowest 
rates  of  pay  the  following  matters:  (a)  the  place  or 
locality  where  the  work  was  to  be  done;  (6)  the  hour 
of  the  day  or  night  when  the  work  was  to  be  performed; 
(c)  whether  more  than  six  consecutive  days'  work  was 
to  be  done  and  to  fix  special  prices  or  rates  for  work 
done  on  Sundays  or  holidays;  (d)  the  time  of  beginning 
and  ending  work  upon  each  day  and  the  special  rate  of 
pay  for  work  done  at  any  hours  other  thsji  those  fixed 
for  any  day;  (e)  whether  the  work  was  casual,  i.  e.,  for 
less  than  a  day.' 

At  every  session  of  Parliament  since  1905  resolutions 
have  been  carried  in  both  houses  for  the  appointment 
of  new  wages  boards,  until  at  the  close  of  1913  there 
were  in  existence  or  authorized  134  special  boards  in 
as  many  trades  or  occupations.  The  Chief  Inspector 
estimated  that  about  150,000  workers  had  their  mini- 
mum rates  of  pay  determined  by  such  boards.'  Not 
only  has  the  number  of  trades  for  which  boards  are 
provided  continued  to  increase  but  their  scope  has 

1  Report  of  Chief  Inepeotor  for  1907»  p.  3. 
s  Report  of  Chief  Inepeotor  for  1909.  p.  4. 
*  Report  of  the  Chief  Inspector  for  1913,  p.  6. 
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constantly  widened.  The  idea  that  the  boards  were  to 
operate  only  in  the  sweated  trades  has  long  been 
abandoned.  No  longer  is  the  board  plan  of  wage 
regulation  limited  to  manufacturing  industries.  As- 
phalters,  bill  posters,  bread  carters,  carpenters,  coal 
miners,  commercial  clerks,  dressmakers,  electroplaters, 
factory  engine  drivers,  gold  miners,  furniture  dealers, 
gardeners,  grocers,  hotel  employees,  livery-stable 
employees,  milliners,  night-watchmen,  office-cleaners, 
quarrymen,  shop  assistants  (retail  clerks),  sorters  and 
packers,  tea  packers,  timber-fellers,  tuck-pointers  and 
many  other  classes  of  employees  have  their  minimum 
wages  and  maximmn  hours  fixed  by  such  boards.* 

In  some  industries  and  occupations  two  boards  are 
appointed,  one  for  the  metropohtan  area  (Melbourne 
and  subiirbs)  and  the  other  for  the  country  districts. 
Thus  there  are  the  flour  board  and  the  country  flomr 
board,  the  printers'  board  and  the  country  printers' 
board,  the  country  shop  assistants'  board,  etc.*  No 
eflfort  has  as  yet  been  made  in  Victoria  to  provide  wages 
boards  for  distinctly  agricultural  callings.  Doubtless 
the  country  prejudice  against  such  legislation  still 
survives.  Nor  has  there  been  any  effort  to  regulate 
the  wages  or  hours  of  domestic  servants  by  means  of 
such  legislation.  But  practically  every  other  field  of 
industry  has  been  invaded  and  Mr.  Alfred  Deakin's 
prediction,  made  in  1895,  that  "  one  day  or  other  these 
boards  will  be  established  in  every  trade  "  comes  well- 
nigh  realization  within  the  life  of  that  gentleman. 

M.  B.  Hammond. 

Ohio  State  University. 

1  The  full  list  of  boarda  is  siven  in  the  Annual  Report  of  the  Chief  Inspector  of 
Factories. 

*  Report  of  Chief  Inspector  for  1013,  p.  6. 
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SUMMARY 

The  argument  for  productivity  as  the  determinant  of  distributive 
shares,  149.  —  Preliminary  criticism,  151.  —  The  main  argument  for 
specific  productivity  rests  upon  a  truism,  152.  —  The  impossibility  of 
isolating  specific  productivity,  155.  —  The  mathematical  error  in  the 
method  of  isolating  specific  productivity,  158.  —  The  two  schools  of 
value  theorists,  162.  —  The  psychological  theory  of  value;  a  safeguard 
against  the  dangers  in  productivity  reasoning,  163.  —  The  surrender  of 
the  social  implications  of  the  productivity  thesis,  166.  —  The  element  of 
truth  in  the  specific  productivity  concept,  168.  —  Conclusion,  174. 

Economics  is  no  longer  the  dismal  science.  Since 
the  days  when  the  wage  fund  and  the  principle  of  popu- 
lation were  combined  to  deprive  the  wage  earners  of 
hope,  enormous  strides  have  been  taken  in  the  formula- 
tion of  an  economic  theory  which  is  both  more  hopeful 
and  more  correct.  The  revolution  which  has  taken 
place  within  the  field  of  economics  is  comparable  to 
that  effected  by  Darwin  in  the  hypotheses  of  biology. 
In  accomplishing  this  revolution  in  economic  thought 
few  men,  if  any,  have  rendered  greater  service  than 
Professor  J.  B.  Clark.  Yet  one  important  part  of  his 
work  has  tended  to  enslave  us  by  a  belief  only  less 
dismal  than  those  which  have  been  discarded.  This 
is  his  doctrine  of  "  specific  productivity."  ^ 

Professor  Clark's  thesis*  is  that  even  among  the 
complexities  of  modem  industry  a  laborer  creates  a 

1  The  Dwtribntion  of  Wealth,  1899.  The  doctrine  has  been  reaffirmed  in  The 
Eesentials  of  Economio  Theory,  1906. 

*  *'  The  apeeifie  produetintif  of  labor  fixM  waon  —  thie  is  the  theaifl  that  is  to  be 
supported  in  this  volume.  Ascertain  how  lai^e  a  product  is  to  be  attributed  to  a  single 
unit  of  labor  that  is  emplos^  in  raising  wheat,  making  shoes,  smelting  iron,  spinning 
cotton,  etc.,  and  you  have  the  standard  to  which  the  pay  of  all  labor  tends  to  conform. 

149 
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product  which  is  specific  and  distinguishable;  tliat  in 
static  conditions  he  secures  exactly  this  product  as  his 
reward;  and  that  in  dynamic  (actual)  conditions  a 
fundamental  law  is  at  work,  —  its  effects  modified  to 
be  sure  by  dynamic  change,  —  but  tending  constantly 
to  secure  for  the  laborer  his  full  product  as  his  reward. 
In  the  working  of  this  law  Professor  Clark  descries  a 
great  principle  of  justice.  He  holds  that  except  as 
dynamic  change  sets  interfering  forces  at  work  our 
modem  industrial  society  is  rewarding  every  man 
according  to  his  deserts.  It  is  a  new  doctrine  of 
economic  harmonies,  and  it  aims  to  establish  the 
justice  and  honesty  of  society. 

Professor  Carver  ^  has  shown  in  conclusive  fashion 
that  Clark's  views  as  to  the  justice  of  society  do  not 
follow  from  his  thesis  of  specific  productivity.  Mr. 
J.  A.  Hobson  ^  has  questioned  the  "  dosing  "  method 
of  determining  specific  productivity;  and  Professor 
Davenport  in  his  recent  book,  Tfie  Economics  of  Enters- 
prise,  has  directed  a  vigorous  attack  against  the  con- 
cept of  specific  productivity  itself.  But  the  belief  that 
specific  productivity  acts  in  the  determination  of  wages 
and  interest  is  today  widely  held.  It  will  be  the  en- 
deavor of  the  present  writer  to  exhibit  somewhat  more 
completely  what  he  regards  as  the  fallacy  of  this  thesis. 

The  reasoning  employed  in  the  attempt  to  establish 
the  productivity  theory  may  be  sunmiarized  in  the 
following  propositions:  — 

1.  A  considerable  amount  of  labor  is  employed  in 
connection  with  "  no-rent  "  (valueless  ?)  agents. 

In  like  manner  does  the  specific  productivity  of  capital  fix  the  rate  of  interest.  Ascer- 
tain how  large  a  product  is  due  to  the  presence  of  the  single  unit  of  oapitai  in  each 
indiistry,  and  you  have  the  standard  to  which  all  interest  tends  to  adjust  itself."  The 
Distribution  of  Wealth,  p.  47. 

1  Quarteriy  Journal  of  Economics,  vol.  xv  (Aug.,  1901),  p.  678.  Cf.  also  Daven- 
port's comment,  —  "  Carver  has  made  this  dear  in  his  review  of  the  work  under  con- 
sideration; nothing  remains  to  be  said."     Value  and  Distribution,  p.  440. 

s  The  Industrial  System.  1010,  pp.  112-120. 
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2.  A  larger  quantity  finds  employment  in  connection 
with  the  no-rent  uses  of  superior  agents  and  of  agents 
which  are  on  the  point  of  being  discarded. 

3.  The  whole  product  which  results  from  the  employ- 
ment of  such  labor  is  attributable  to  the  labor. 

4.  Such  (marginal)  labor  receives  this  whole  product 
as  its  reward. 

5.  Other  imits  of  labor  will  necessarily  have  the  same 
productivity  as  the  marginal  imits  if  they  are  inter- 
changeable. 

6.  These  other  units  will  be  paid  at  the  same  rate  as 
the  marginal  imits. 

The  conclusion  is  that  throughout  the  whole  field  of 
industry  the  criterion  for  the  payment  of  a  unit  of  labor 
is  the  distinguishable  or  ''  specific ''  productivity  of 
that  imit. 

The  last  of  these  propositions  it  will  be  unnecessary 
to  discuss  at  any  length.  One  might  pause  for  some 
time  on  the  first  and  second.  It  might  be  pointed  out 
that  in  a  static  or  frictionless  condition  neither  of  these 
will  be  true.*  Laborers  may  be  employed  in  connection 
with  agents  which  yield  snoall  rents,  but  if  the  rent  is 
absolutely  zero  the  agent  will  be  discarded.  The  use 
of  a  no-rent  or  non-use-bearing  agent  is  a  contradiction 
in  terms.  Nor  will  an  employer  hire  laborers  to  work 
in  connection  with  superior  agents  if  they  add  to  his 
income  only  what  he  has  in  turn  to  pay  over  to  them  as 
wages.      He  may  employ  men  when  there  is  a  very 

1  It  is  worth  ikotioiiigthttt  in  order  to  show  that  lAboria  employed  in  eon^^ 
no-ient  sffsnts  Profesior  Glsik  appeals  to  an  illustration  drawn  from  dynamic  oondi- 
tioDs.  *'  There  are  mills  and  furnaces  so  antiquafed,  so  neaily  worn  out,  or  so  badly 
located  that  their  ownevB  get  nothing  from  them:  and  yet  they  run.'^  (Distribution  of 
Wealth,  p.  98.)  But  such  conditions  have  no  place  in  the  ideal  static  state.  There  is 
plainly  nothing  to  be  gained  by  the  emplosrment  of  such  agents.  In  the  static  state 
they  would  dearly  not  be  used.  Bven  in  the  actual  conditions  of  production  business 
men  are  constantly  on  the  qim  mm  to  send  to  the  wenp  hemp  anything  which  it  does  not 
psytOQse.  There  are,  to  be  sure,  oases  (and  plenty  of  them)  where  agents  are  continued 
in  use  when  thsy  not  only  do  not  yield  a  profit,  but  occasion  an  actual  loss.  But  once 
this  loss  is  detected  the  agent  is  discarded. 
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amaU  amount  to  be  gained  by  doing  so,  but  when  it  is 
clear  that  the  whok  advantage  which  he  gains  must 
forthwith  be  surrendered  to  the  laborer  as  a  wage,  he  is 
likely  to  decline  to  enter  into  the  contract.  There  is, 
therefore,  no  such  large  "  zone  of  indifference "  as 
Professor  Clark  would  create;  —  no  considerable  area 
within  which  labor  works  in  connection  with  the  no- 
rent  uses  of  capital.  And  if  this  area  does  not  exist. 
Professor  Clark's  method  of  disentangling  the  product 
of  labor  from  the  product  of  capital  has  in  consequence 
no  reaUty  either.* 

These  criticisms,  if  vaUd,  would  seem  to  dispose  of  the 
productivity  theory.  Not  yet,  however,  have  we  really 
reached  the  heart  of  the  matter.  The  third,  fourth, 
and  fifth  propositions  are  the  ones  which  call  for  our 
most  careful  attention.  And  it  will  be  proper  to  discuss 
them  under  the  assumption  that  the  first  two  are  cor- 
rect. On  the  surface  of  things  the  argument  adduced 
to  prove  the  fourth  proposition  seems  beyond  all  cavil. 
If  a  given  employer  offers  to  our  marginal  laborer  less 
than  what  the  employment  of  the  latter  will  add  to  the 
product  of  industry,  he  will  be  overbid  by  others  who 
stand  ready  to  pay  the  full  amount.  It  is  the  perfect 
competition  of  employers  *  in  the  static  state  which  is 
regarded  as  bringing  the  wage  of  the  marginal  laborer 
up  to  an  exact  equivalence  with  the  product  of  his 
labor. 

Nor  is  any  exception  to  be  taken  to  the  sixth  proposi- 
tion that  interchangeable  units  (marginal  and  non- 

1  This  point  may  deserve  fuller  elaboratioii  than  it  has  received.  In  reality,  as  will 
be  seen  further  on,  it  contains  one  of  the  fundamental  f allades  of  the  argument.  If 
labor  were  emplosred  in  large  amount  in  connection  with  the  no-rent  uses  of  agents,  and 
if  it  could  be  said  ot  such  agents  that  they  contribute  nothing  to  the  product,  then  that 
product  would  plainly  be  the  "  specific  **  creation  of  the  labor.  Such  marginal  labor 
would  then  receive  its  '*  product "  as  a  wage. 

>  "  It  is  by  aswuming  perfectly  free  competition  among  employers  that  we  are  able 
to  say  that  the  man  on  the  intensive  margin  of  an  agricultural  force  of  laborers  will  get, 
as  pay.  the  value  of  his  product.'*     Distribution  of  Wealth,  p.  99. 
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marginal)  will  all  be  paid  at  the  same  rate.  A  careful 
examination  of  proposition  number  five,  however,  will 
throw  it  into  a  new  light,  and  will  show  up  proposition 
number  four  as  something  quite  different  from  what  it 
seems. 

The  essence  of  the  fifth  proposition  is  that  an  em- 
ployer regards  interchangeable  units  of  labor  as  equal 
in  importance.  He  evidences  his  estimate  by  the  pay 
which  he  offers,  which  is  uniform  for  all.  If  a  given 
laborer,  doing  an  indispensable  part  of  the  work,  should 
ask  more  that  the  ciurent  rate,  he  would  be  discharged 
and  one  of  the  others  put  in  his  place. ^  The  process  is 
simple  and  logical.  Now  let  us  ask  what  in  actuality 
the  employer  has  done.  He  has  not  taken  the  physical 
product  and  separated  it  into  parts  produced  by  and 
ascribable  to  the  respective  laborers,  —  learning  in  this 
way  the  specific  product  of  each.  What  has  he  done 
then  ?  He  has  tendered  and  paid  wages.  And  in  so 
doing  he  has  set  a  valuation  upon  the  services  of  the 
different  laborers.  (And  this  valuation  has  been 
accepted  by  them.)  Seemingly  this  is  all  there  is  to  the 
supposedly  equal  "  productivity "  of  marginal  and 
non-marginal  laborers.  They  are  thought*  to  have 
equal  productivity  because  the  employer  sets  the  same 
value  upon  their  services  in  paying  them  the  same  wage. 
They  are  not  doing  the  same  work.  There  is  no  physi- 
cal identity  or  equality  between  the  products  of  the 
various  laborers.  The  respect  in  which  there  is  an 
equality  between  them  is  in  the  equal  valuations  which 
attach  to  their  labor  in  the  payment  of  the  wage.     This 

1  The  Distribution  of  Wealth,  p.  107. 

s  '*  If  the  men  are  quite  interchangeable,  the  effective  productivity  of  any  one  of 
them  ia  equal  to  the  absolute  productivity  of  the  final  or  marginal  one,  whose  work  can 
best  be  dispensed  with.  .  .  .  In  so  far  as  men  can  be  freely  substituted  for  each  other, 
any  numin  a  aeries  of  men  i»  actually  worth  to  Ait  employtr  only  as  much  as  the  last  one 
in  the  series  produces."  Distribution  of  Wealth,  pp.  1(M-105.  (The  italics  are  the 
present  writer's.) 
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payment  of  the  wage  is  the  overt  act.  And  in 
the  performance  of  the  act  an  evaluation  has  been 
made. 

Clearly  then,  we  have  here  essentially  one  thing,  not 
two.  Throughout  the  whole  world  of  industry  it  is  by 
the  actual  payment  of  wages  and  prices  that  the  process 
of  evaluation  takes  on  the  form  of  actuaUty.  And 
when  we  say  that  an  employer  pays  a  man  "  what  he  is 
worth  "  to  him,*  we  are  asserting,  if  not  an  absolute 
identity,  at  the  most  a  truism.  And  a  truism  tells  us 
not  one  thing  about  the  relation  between  wages  and 
social  deserving.* 

It  should  be  clear,  then,  that  if  we  take  the  expression 
''  what  a  man  produces  "  and  use  it  in  the  sense  of 
"  what  a  man  is  worth  to  his  employer  "  we  have  not 
advanced  a  single  step  through  our  conclusion  that  a 
man  is  "  paid  what  he  produces."  We  have  still  the 
same  identity  or  truism,  clothed  to  be  sure  in  a  new 
form  of  words,  —  and  imf ortunately  a  form  of  words 
likely  to  lead  us  seriously  astray  in  oiu*  reasoning. 
Professor  Clark's  "  productivity  "  is  a  will-o'-the-wisp. 
He  pursues  it,  but  never  catches  up  with  it  and  sub- 
jects it  to  examination.  In  the  course  of  the  pursuit 
he  crosses  the  path  of  the  employer's  ''valuation," 
and  he  takes  this  to  be  the  "  productivity  "  which  he 
has  been  following.  It  is  through  this  misadventure 
that  the  thesis  he  is  supporting  becomes  a  truism.' 

We  are  now  in  a  position  to  see  the  real  significance  of 
our  fourth  proposition.     If  by  the  "  whole  product  " 

1  See  note  2,  p.  153. 

>  Davenport  seemA  to  have  the  same  criticiam  in  mind  when  he  says:  "  Whether 
Uie  theory  does  not  determine  what  the  labor  aocompliahes  by  finding  out  wiiat  it  gets, 
as  the  basis  for  the  conolusion  that  what  it  gets  it  accomplishes,  is  a  question  which 
must  for  the  moment  be  postponed."     The  Economics  of  Enterprise,  p.  152. 

The  present  writer  is  unable  to  find,  however,  any  place  where  the  point  is  taken  up 


*  The  repeated  use  of  the  phrase  "  «ff€eti9$  prodwHtity  "  (cf.  pp.  103-107)  shows 
the  course  of  the  author's  thought.  By  i#ee<»M  he  seems  to  mean  "  having  an  effect 
on  the  employer's  valwOUm  (wage  payment).'* 
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of  marginal  labor  is  meant  merely  the  value  ascribed 
to  the  services  of  the  laborer  as  evidenced  by  the  wage 
payment,  we  have  here  clearly  the  same  identity  or 
truism  which  we  have  been  discussing  above.  And 
that  the  words  are  used  in  this  sense  is  made  abundantly 
evident  in  Professor  Clark's  book.  This  fourth  prop- 
osition can  now  be  expressed  as  follows:  —  Such 
(marginal)  labor  receives  the  sum  at  which  its  services 
are  evaluated.  And,  as  the  payment  is  but  the  con- 
crete aspect  of  the  evaluation,  this  is  about  the  same 
as  to  say  that  a  man  is  paid  what  he  is  paid.  The 
thesis  of  specific  productivity  as  the  determinant  of 
wages  remains  unproved,  and  the  laws  of  distribution 
are  still  to  seek. 

This  negative  result,  however,  must  not  satisfy  us. 
We  want  to  know  whether  the  concept  of  specific  prod- 
uctivity has  any  reality.  Professor  Clark  has  recog- 
nized the  difl&culty  of  separating  a  joint  product  into 
the  parts  created  by  the  respective  factors  in  production. 
Of  a  primitive  economy,  he  says: 

It  is  nearly  ^  impossible  for  a  man  to  say  how  much  of  his  product 
is  due  to  labor  only.  The  distinction  between  the  whole  product  of 
labor  and  the  whole  product  of  industry  is,  however,  all-impor- 
tant; for  industry  involves  the  cooperation  of  labor  and  capital. 
Let  a  man  fish  from  a  dugout,  with  the  simplest  line  and  hook  that 
he  can  make.  The  fish  that  he  will  bring  to  the  shore  are  the  prod- 
uct of  labor  and  capital.  Effort  aided  by  instruments  has  secured 
them.  How  much  of  the  catch  is  due  to  the  man,  and  how  much  to 
the  canoe  and  the  fishing  tackle  ?  Not  for  his  life  can  the  man 
himself  tell.  Can  he  put  the  fish  into  two  piles,  and  say,  **  This  pile 
is  due  to  my  effort  only,  and  that  pile  to  my  equipment  ?  "  Every 
amgle  fish  is  a  joint  product  —  indeed  every  fin  or  scale  of  a  fish  is  so  ; 
and  the  difficulty  is  that  it  is  impossible  to  divide  a  single  one  of 
them  into  fractions  due  to  the  producing  agencies.  Hopelessly 
merged  with  the  product  of  capital  is  the  product  of  the  labor  of  an 

*  Why  not  omit  this  word  "  nearly  *'  ?  Cf.  '*  hopdesdy  mersed,"  and  "  it  is 
imponible  to  say  what  the  produce  of  labor  itself  is." 
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independent  producer.  Instead  of  presenting  the  condition  in  which 
the  wages  of  labor  are  readily  distinguished  from  other  incomes,  and 
identified  as  the  "  produce  of  labor/'  such  a  primitive  economy  as 
actually  exists  is  one  in  which  it  is  impossible  to  say  what  the  prod- 
uce of  labor  itself  is.^ 

We  are  confronted,  of  course,  by  exactly  the  same 
difficulty  in  an  exchange  economy.  The  point  is  made 
so  ciystal  clear  in  the  paragraph  quoted  that  our 
suspicions  should  be  instantly  aroused  by  the  ease  with 
which,  a  Uttle  further  on,  the  specific  product  of  labor 
in  an  exchange  economy  is  disentangled.  For  strange 
tho  it  may  seem,  this  thing  which  is  "  impossible  "  under 
simple  conditions,  —  the  disentangling  of  the  shares 
in  the  productive  process,  —  Professor  Clark  regards  as 
possible  imder  the  conditions  of  an  exchange  economy. 
The  way  in  which  it  is  supposed  to  be  done  has  already 
been  indicated.  Labor  is  conceived  as  being  employed 
in  connection  with  the  "  no-rent  uses  "  of  capital.  As 
these  uses  are  thought  to  be  worthless,  the  capital  is 
regarded  as  not  contributing  anything  to  the  joint 
product.  This  joint  product  is  therefore  attributed  to 
the  labor  as  its  exclusive  "  specific  "  creation.  The 
absurdity  of  such  a  view  is  plain,  and  Professor  Clark 
himself  uses  language  which  exhibits  this  absurdity  in 
the  clearest  way. 

There  are  machines  which  have  outlived  their  usefulness  to  their 
owners,  but  still  do  their  work,  and  give  the  entire  product  that  they 
help  to  create  to  the  men  who  operate  them.  There  are  railroads  and 
steamship  lines  that  pay  operating  expenses  only.  There  are  stocks 
of  merchandise  so  full  of  remnants  and  unstylish  goods  that  it  barely 
pays  salesmen  to  handle  them.  Everjrwhere,  in  indefinite  variety 
and  extent,  are  no-rent  instruments;  and,  if  labor  uses  them,  it 
gets  the  entire  product  of  the  operation.* 

1  Distribixtioii  of  Wealth,  p.  83. 

s  Distribution  of  Wealth,  p.  96.  The  italioa  are  mine.  The  meaning  ib  plainly  that 
labor  "  seta  "  the  "  entire  product  **  which  the  machines,  etc.,  "  help  to  create/*  Is  it 
not  dear  that  the  thing  which  is  "  specific  *'  is  the  reward,  not  the  product  ? 
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If  these  no-rent  instruments  "  help  to  create  '^  a 
"  product,"  it  is  a  strange  use  of  words  which  attributes 
such  a  joint  product  to  the  one  factor,  labor.  Two 
things  are  certain:  —  one  is  that  Professor  Clark^s 
specific  productivity  is  productivity  in  the  sense  already 
discussed,  and  the  other  is  that  when  labor  and  capital 
cooperate  to  produce  a  result  that  result  is  their  joint 
product.  It  is  a  verbal  absurdity  to  ascribe  it  to  either 
factor  alone. 

Now  there  is  no  such  thing  as  empty  handed  or 
unaided  labor.  ^  Some  material  instrument  is  always 
employed,  and  as  long  as  this  is  true,  we  are  left  without 
any  method  of  disentangling  the  specific  product  of 
labor.  If  it  is  "  impossible  "  in  primitive  individual 
economy,  it  is  a  clinched  and  riveted  impossibility  in  the 
complex  productive  processes  of  an  exchange  economy. 

As  a  matter  of  fact  there  is  no  such  thing  as  specific 
productivity.  It  is  even  theoretically  inconceivable. 
The  familiar  concepts  of  physics  find  here  no  analogue. 
In  physics  a  joint  resultant  may  be  analyzed,  —  as  in 
the  familiar  case  of  the  parallelogram  of  forces.  A 
ship  which  travels  south-east  (nearly)  for  a  distance 
of  five  miles  may  be  actually  carried  by  the  wind  three 
miles  to  the  east,  and  by  the  tide  four  miles  to  the  south. 
But  if  a  man  cuts  down  a  tree  it  is  vain  to  speculate  as 
to  what  fraction  of  the  work  is  done  by  the  man  and 
what  fraction  by  the  ax.  Let  two  men  plow  a  field 
with  the  aid  of  a  team  and  a  plow,  the  one  driving  and 

1  Prafeesor  Clark  is  inoonaistent  on  this  point.  At  a  number  of  places  he  tries  to 
send  laboran  to  work  "  nnaided  '*  or  "  empty  handed  "  on  marginal  or  no-rent  land. 
But  he  generally  finds  himself  compelled  to  allow  them  a  minimum  of  equipment,  — 
a  hoe  or  a  spade  or  some  other  simple  took.  But  in  order  to  di^lay  to  us  the  isolated 
product  of  labor  he  systematioally  belittles  the  importance  of  this  equipment,  and  tries 
to  make  it  appear  negligible.  Now  small  quantities  are  for  wmB  purposes  mathemati- 
cally negligible.  But  here  the  assumption  is  quite  invalid.  This  will  appear  from  the 
fact  that  on  page  184  Professor  Clark  himself  puts  a  mere  hatchet  into  the  hands  of  a 
man  otherwise  without  tools,  and  then  credits  the  hatchet  with  a  "  productivity  **  of 
what  is  ealled  a  "  fiOO  %  rate  of  interest.**  Distribution  of  Wealth,  pp.  84, 88, 89, 92, 05, 
100,  160,  184. 
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the  other  holding  the  plow  handles.  It  would  puzzle 
the  greatest  mathematician  in  the  land  to  say  just  how 
much  of  the  plowing  is  done  by  the  team,  plow,  and  the 
men  respectively.  And  if  the  plowing  cannot  be 
fractionally  ascribed  to  the  respective  factors,  then 
neither  can  the  value  of  the  plowing. 

There  is  in  fact  an  error  in  elementary  mathematics 
in  Clark's  method  of  estimating  specific  productivity. 
If  an  extra  laborer  is  added  to  a  going  concern,  it  is 
true  that  there  may  be  a  definite  increase  in  the  product 
as  a  result.  It  may  even  be  possible  to  estimate  this 
increase  approximately.  Moreover  it  may  be  a  correct 
business  judgment  to  justify  the  employment  of  the 
extra  man  on  the  groimd  that  the  extra  product  war- 
rants the  expense.^  But  if  the  increase  in  product  over 
what  it  wotUd  have  been  without  him  be  regarded  aa  his 
specific  creation,^  and  the  same  method  be  used  to 
measure  the  specific  creation  of  each  of  the  cooperating 
factors,  it  is  mathematically  impossible  for  the  sum  of 
the  productivities  specifically  attributed  to  the  factors 
to  be  equal  to  the  actual  aggregate  product.  This 
whole  is  not  equal  to  the  sum  of  all  its  parts. 

Hobson,  in  his  criticism  of  the  productivity  theory  has 
attempted  to  show  this  by  a  numerical  example. 

1  W.  M.  Acworth  in  his  little  book,  Elements  of  Railway  Economics,  shows  in  a 
veiy  interesting  fashion  the  making  of  a  railway  rate  on  much  the  same  principle.  New 
traffic,  not  otherwise  to  be  secured,  may  be  profitably  carried  by  fixing  a  rate  which  will 
a  little  more  than  cover  the  extra  expense  entailed  in  carrsring  it,  even  tho  the  new 
traffic  does  not  help  defray  any  of  the  general  charges.  But  plainly  this  method  of 
making  a  rate  cannot  be  generalised.  It  can  be  used  only  when  the  new  traffic  is  to  be 
added  to  a  "  total  situation  **  which  already  provides  for  the  carrsring  of  the  general 
charges.  Now  it  would  be  incorrect  to  call  the  extra  expense  involved  in  carrying  the 
new  traffic  its  cost  of  transportation. .  But  this  would  be  quite  analogous  to  ascribing 
the  increase  in  product,  resulting  from  the  employment  of  an  extra  laborer,  to  the 
laborer  as  his  specific  creation.  It  pays  to  take  on  the  new  traffic,  and  it  pays  to  employ 
the  extra  laborer.  But  the  extra  expense  is  not  the  cost  of  transportation  of  the  new 
traffic;  nor  is  the  increase  in  the  product  the  specific  creation  of  the  new  laborer. 

*  This  is  Professor  Clark's  view.  And  it  is  worth  noting  that  J.  Maurice  Claric  in 
his  review  of  Davenport's  Economics  of  Enterprise  (Politioal  Science  Quarterly,  Jane, 
1914,  p.  319)  has  given  recent  expression  (in  defending  the  productivity  theory  against 
Davenport's  criticism)  to  the  same  belief. 
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In  a  piimitive  fishery  let  us  say  that  one  man  fishing  alone  could 
make  a  catch  of  ten;  a  two-man  group  a  catch  of  twenty-two;  a 
three-man  group  of  thirty-seveji;  a  fou^-man  group  of  sixty;  a 
five-man  group  of  seventy-two.* 

Mr.  Hobfion's  general  criticism  of  the  dosing  method  of 
isolating  the  specific  product  seems  to  me  valid.  But 
his  numerical  example  wiU  hardly  be  accepted  as  meet- 
ing Clark's  case  squarely.  In  the  first  place  he  cites  a 
case  of  increasing  returns.  Clark  seems  always  to  have 
in  mind  decreasing  returns.  As  a  matter  of  fact  the 
increase  of  product  due  to  the  employment  of  one  more 
laborer,  itself  increases  to  a  maximum,  and  then 
decreases  (with  successive  increments  of  labor).  In 
the  second  place  he  is  dealing  with  technical  or  physical 
productivity,  whereas  Clark  has  "  value  productivity  " 
(if  there  be  such  a  thing)  in  mind.  Finally  he  cites  a 
cooperative  group  of  fishermen  dividing  the  physical 
product.  Clark  is  thinking  of  an  employer  who  hires 
labor  for  wages.  In  the  numerical  illustration  given, 
the  four-man  group  is  the  most  advantageous,  for  its 
product  divided  by  the  number  of  men  gives  the  maxi- 
mum quotient  of  fish  per  man.  But  if  an  employer 
is  hiring  the  men  at  a  wage  of  five  fish  per  man,  it  will 
"  pay  "  him  to  employ  a  fifth,  or  a  sixth,  or  a  seventh 
man.  He  wiU  employ  additional  men  until  he  comes 
to  the  one  whose  employment  brings  an  increase  in  the 
joint  product  which  barely  exceeds  the  wage  which  has 
to  be  paid.  This  would  make  the  illustration  more  like 
Professor  Clark's.  Now  if  the  increments  resulting 
from  the  employment  of  the  fifth,  sixth,  and  seventh 
men  are  12,  7,  and  5  respectively,  and  if  we  concede 
that  the  employer  would  hire  the  seventh  man,  —  tho 
he  gains  nothing  by  doing  so,  —  this  seventh  man 
would  then  be  Clark's  "  marginal "  laborer.     Hobson 

t  The  Industrial  System,  1910,  p..ll4. 
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would  now  say,  ''  The  total  catch  is  84,  which  gives  a 
product  of  12  fish  per  man.''  But  this  allows  nothing 
for  the  services  of  the  equipment,  —  boat,  tackle,  etc. 
Hobson  attributes  the  whole  catch  to  the  single  factor, 
labor,  which  is  quite  as  inadmissible  as  anjrthing  Clark 
does.  The  latter  would  call  five  fish  the  ("  marginal  ") 
productivity  of  the  seventh  laborer.  Five  would  also 
be  the  "  effective  "  productivity  of  each  of  the  other 
laborers,  —  making  the  total  product  of  the  laborers, 
according  to  Clark's  reasoning,  thirty-five  fish.  By 
subtraction  the  product  which  must  be  attributed  to  the 
equipment  would  be  forty-nine  fish.  (Eighty-four  less 
thirty-five.)  Now  how  absurd  to  say  that  out  of  the 
total  of  eighty-four,  thirty-five  fish  are  produced  by 
labor,  and  forty-nine  by  capital!  The  contributions 
of  the  two  factors  are  as  "  hopelessly  merged  "  and  as 
''  impossible  "  of  disentanglement  as  in  the  case  of  the 
single  fisherman  cited  by  Clark  (see  above,  p.  155). 
How  much  of  the  catch  is  due  to  labor,  and  how  much 
to  equipment  ?  "  Not  for  his  life  "  can  Clark  —  or 
anybody  else  —  tell. 

The  real  mathematical  error  lies  in  not  aUributing  to 
the  cooperation  of  the  rest  of  the  group  any  part  of  the 
so-called  "  marginal  product  "  of  five  fish.  The  five 
fish  as  well  as  the  other  seventy-nine  are  the  "  product  " 
of  a  cooperation  between  seven  men  and  certain 
equipment.  It  cannot  by  any  necromancy  be  frac- 
tionally ascribed.  Hobson  must  be  credited  with 
having  seen  and  expressed  this  with  perfect  clearness 
even  tho  the  issue  is  not  squarely  joined  in  his  numerical 
illustration. 

But  there  is  something  ''  specific  "  in  this  illustration. 
What  is  it  ?  Merely  the  wage,  —  the  "  reward  "  of 
labor,  not  its  "product."  The  men  are  paid  what 
they  are  paid.     It  seems  a  very  obvious  proposition 
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that  if  X  "  is  the  increase  in  product  resulting  from  the 
addition  of  an  increment  of  labor, ''  a/'  to  what  Daven- 
port would  call  a  '^  total  situation/^  that  the  factors  of 
this  total  situation  play  a  role  in  cooperation^  with 
the  increment  of  labor  in  the  creation  of  **  x."  And  if 
"  X ''  is  called  the  specific  product  of  "  a/'  we  may  bor- 
row a  phrase  from  Davenport  and  say  that ''  the  defect 
in  the  theory  lies  in  the  simple  untruth  of  the  assertion." 
When  the  new  situation  is  viewed  as  a  whole  '^  x  "  is 
not  the  fractional  part  of  the  total  product  logically 
attributable  to  '^  a."  There  is  no  such  fraction  and  can 
be  none.' 

The  writer  is  aware  that  this  view  will  not  find  ready 
acceptance.     There  are  in  America,  broadly  speaking, 

1  It  may  be  that  Davenport  falls  a  trifle  short  of  his  usual  skiU  in  ezpnesing  his 
ideas  when  he  says  that  productivity  is  "  relative  **  not  '*  speoifio."  (The  Economies  of 
Enterprise,  p.  153.)  But  Professor  A.  8.  Johnson,  In  his  very  able  review  (Quarterly 
Journal  of  Economics,  May,  1914,  p.  441)  should  not  have  missed  the  point  so  completely 
as  to  ssy  that  Davenport's  "  relative  productivity  "  and  Clark's  '*  specific  produc- 
tivity "  are  the  same.  If  language  means  anything  (and  rrofossor  Clark's  language 
is  of  a  crystal  clear  lucidity)*  Claik  means  by  **  specific  productivity  "  exactly  what 
Davenport  understands  him  to  mean. 

*  '*  No  separate  dose  has  any  separate  product.**  And  also,  '*  If  the  employ- 
ment of  a  tenth  shepherd  means  twenty  more  sheep  per  annum  than  the  employment 
off  nine,  it  cannot  be  maintained  that  twenty  sheep  form  the  separate  product  off  the 
tenth  shepherd,  but  only  that  a  ten  group  is  more  productive  by  twenty  sheep  than  a 
nine  group."     Hobeon,  The  Industrial  System,  p.  115. 

Davenport's  formulation  is  as  follows;  "  How  then  proceed  to  attribute  to  any  one 
of  the  factors  the  increase  of  the  proceeds  due  to  the  Joint  employment  7  So  long  as 
either  glove  is  necessary  to  the  worth  of  the  pair,  how  tell  how  much  either  is  worth  ? 
Which  leg  of  a  three-legged  stool  supports  the  stool  7  AU  that  we  can  say  is  that  if  the 
stool  is  worth  $3,  one  can  afford  to  pay  S3  not  to  be  deprived  of  any  one  leg  of  it.  So 
$2  may  be  offered  to  get  back  a  lost  glove  out  off  a  $2  pair.  Thus  it  is  easy  enough  ffor 
the  entrepreneur  to  determine  how  much  he  can  afford  to  pay  for  an  item  of  productive 
goods  or  labor  to  go  with  his  present  equipment,  but  this  is  not  at  all  to  attribute  to  the 
extra  item  all  the  increase  of  gain  which  will  accrue  with  the  addition  off  the  extra  item. 
One  buys,  say  a  horse,  to  go  with  a  wagon  which  otherwise  would  be  useless.  But  this 
is  not  to  attribute  to  the  horse  all  the  result  from  both  hone  and  wagon.  The  horse 
would  be  equally  useless  without  the  wsgon.  In  the  last  analysis,  the  entrepreneur 
himself  could  not  isolate  and  determine  a  spediic  serviceability  for  gain  relatively  even 
to  himself,  but  only  that  which  he  can  afford  to  pay  to  get  the  thing  or  to  refuse  to  keep 
the  thing.  And,  as  we  have  seen,  no  one  of  aQ  these  different  sums  that  the  entre- 
pfeneors  can  respeetiveiy  aff ocd  to  pay  or  refuse  has  any  special  title  to  be  legarded  as 
the  specific  significance  of  the  productive  ffaetor."  The  Eeonomics  of  Enterprise, 
p.  147. 


Digitized  by  LjOOQ IC 


162  QUARTERLY  JOURNAL  OF  ECONOMICS 

two  schools  of  value  theorists.  The  difference  between 
them  is  directional.  The  cost-of-production  theorists, 
tho  somewhat  eclectic,  yet  incline  in  the  main  to  let 
value  begin  in  cost  of  production  and  run  thence  to  its 
goal  in  the  price  of  the  product.  The  psychological 
school  pictures  for  us  a  current  setting  strongly  in  the 
other  direction,  —  rising  in  subjective  valuations,  flow- 
ing through  consumption  goods  to  the  value  of  durable 
agents,  and  exercising  a  certain  domination  even  over 
costs.  The  adherents  of  this  first  school,  because  of 
their  directional  tendencies,  will  find  it  easy  to  accept 
specific  productivity.  When  they  see  a  productive 
agent  going  in  at  one  end  of  the  hopper  they  will  be 
yielding  to  a  very  natural  tendency  if  they  run  quickly 
to  the  other  end  with  the  confident  expectation  of  seeing 
a  distinguishable  product  emerge  from  it. 

The  other  school  might  logically  be  expected  to  ^ve 
their  support  to  the  view  set  forth  in  this  paper.  They 
are  not,  however,  sure  to  do  so.^  For  there  is  still  too 
much  neglect  in  America  of  a  distinction  which,  tho 
by  no  means  new,  has  recently  been  given  increased 
emphasis  in  Germany.'  It  has  been  summed  up  in  the 
proposition  that  the  theory  of  distribution  is  not  a  valne 
problem.  Perhaps  it  would  be  better  to  say  that  it 
is  more  than  a  value  problem.  In  order  to  bring  out 
the  full  meaning  of  this  proposition  let  us  look  for  a 
moment  at  the  theory  of  the  psychological  school  in  its 
most  general  aspect.* 

1  That  thfly  an  nol  is  suffieiontly  erident  from  the  f Mt  that  ProfesMV  Chuk  has 
been  in  the  main  a  member  (imd,  as  is  everywhate  reoogniaedt  a  leading  member)  of 
tUiichool. 

>  Gf.  Dr.  Gerhard  Albreeht's  review  of  Tutanf-Barmnowaky's  new  book  Soeiato 
Theorie  der  Verteflung  (Jahrb.  f.  Nat.  Oek.,  Ill,  47, 1,  p.  71).  The  review  takea  op  the 
viewa  of  Oppenheimer  and  liefmann,  and  aleo  DOhring's  antidpationfl  of  thie  distnie- 
tUm. 

•  The  extremely  nieagre  outUne  of  the  tlMory  of  the  pesrchologioal  eohool  given 
above  f oHows  in  the  main  the  wiitinge  of  Prof eseor  F.  A.  Fetter,  wlio  goes  peffaape  aa  far 
as  any  member  of  the  eohool  in  genendiang  the  treatment  of  value  probtoma.     Of.  his 
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Men  have  wants.  Some  are  primary  and  hi^y 
individual,  —  as  hunger,  —  some  of  a  complex  social 
character.  Things  exist  in  great  variety,  capable  of 
gratifying  these  wants  in  various  ways  and  in  various 
degrees.  Men  realizing  this,  through  experience  and 
reasoning  power,  make  comparisons  between  things 
in  respect  of  their  various  powers  of  gratifying  various 
wants.  Men  also  go  to  work  to  produce  the  things 
they  want.  In  organized  society  there  arises  an  elab- 
orate specialization  and  exchange  which  vastly  in- 
creases the  aggregate  possibilities  of  gratifying  wants. 
The  principle  underlying  this  exchange  is  individual 
subjective  valuation,  partly  conscious,  —  and  based 
on  calculation,  —  partly  subconscious,  and  based  on 
tradition,  habit,  fashion,  imitation  or  what  not.  If 
two  men  enter  into  an  exchange  they  have  of  necesisity 
dijfferent  relative  valuations  for  the  articles  exchanged. 
The  wants  of  both  are  better  satisfied  after  the  exchange. 
In  all  advanced  societies  money  is  used  as  the  medium 
of  exchange,  and  the  valuations  of  things  capable  of 
gratifying  wants  work  themselves  out  in  the  main  in 
money  prices.  Diu*able  agents,  which  assist  in  the 
production  of  consumption  goods,  are  found  to  yield  a 
series  of  services  running  through  longer  or  shorter 
periods  of  time.  When  such  things  are  bought  or 
sold,  —  transferred  in  fee  simple,  —  the  thing  conveyed 
is  the  right  to  the  total  future  uses  of  the  goods.  This 
involves  "  capitalization,'^  the  expression  of  the  present 

Flindples  of  Eoononues,  and  also  the  foUowinc  utioles:  —  Quarteriy  Journal  of  Eoo- 
nomlos,  Nov.,  1900,  p.  45;  Ameri«Mm  Eoonomio  Aflsooiation  Pubtieationa,  3d  series, 
vol.  ii,  pp.  240, 346,  and  vol.  v,  p.  197;  PoUtioal  Sdenoe  Quarterly.  Mar..  1902,  p.  173; 
Quarteriy  Journal  of  Economics,  Nov.,  1902,  p.  179. 

One  of  the  most  oonspiouooB  services  rendered  by  Professor  dark  to  eoonomio 
theory  is  to  be  found  in  the  aid  he  has  given  in  the  generalisins  of  the  rent  concept. 
Mr.  J.  A.  Hobson's  vigorous  strictures  on  the  partiouUristio  treatment  of  wages,  rent, 
tntereet  and  profit  (in  The  Industrial  System)  are  not,  of  course,  directed  at  the  psy- 
chologieal  school.  For  in  the  constructive  work  done  by  this  school  the  particularistic 
i  had  already  been  discarded. 
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value  of  the  future  uses.  This  is  found  to  involve  a 
rate  of  discount,  —  a  use  or  service  being  generally 
considered  of  less  present  value  if  distant  in  time  than 
if  present  or  imminent.  Through  such  a  process  capital 
valuations  are  put  upon  durable  agents,  and  they  too 
come  to  have  an  exchange  or  market  price.  The  ser- 
vices of  human  beings  go  through  a  similar  process  of 
valuation.  They  are  even  capitalized  in  the  case  of 
slavery. 

Now  it  will  be  seen  that  the  whole  direction  of  this 
process  is  from  the  use  (or  service)  backward  —  some- 
times through  a  number  of  steps,  —  to  the  good.  It 
wiU  be  noted,  too,  that  the  whole  thing  is  a  process  of 
emlualion.  We  have  a  reasoned  explanation  of  the 
prices  of  things,  —  whether  consiunption  goods,  durable 
agents  or  human  services.  It  is  a  study  in  the  field  of 
value.  The  question  to  be  answered  is,  "  What  is  the 
process  by  which  the  market  prices  of  human  services 
and  material  things  (or  their  use  for  a  limited  period  of 
time)  are  determined  ?  ''  The  attempt  to  answer  this 
question  has  been  regarded  by  some  as  a  study  of  dis- 
tribution.^ And,  as  far  as  it  goes,  it  is  a  study  in  dis- 
tribution. Or  at  least  it  prepares  the  ground  for  a 
study  of  distribution.  For  the  price  of  a  himian  service 
is  set  by  the  actual  payment  of  a  wage,  and  the  evalua- 
tion of  things  takes  on  actuality  through  the  pajonent 
of  rents  (including  interest)  and  prices.  These  wages, 
rents,  and  prices  —  together  with  the  direct  services  of 
things  not  exchanged  —  constitute  individual  incomes. 
In  value  theory,  however,  they  have  been  studied  in 
their  fimctional  rather  than  in  their  personal  aspects. 
A  man  is  employed,  and  a  machine  is  rented.  Each 
renders  a  service.     (Which  simply  means  that  each  is  a 

>  Notably,  of  coune,  by  Profeasor  Claiic,  whose  productivity  theoiy  deab  with  the 
Juetioe  of  dtstribution. 
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cooperating  factor  in  the  productive  process,)  For 
this  service  a  price  is  paid  in  the  one  case  as  in  the  other. 
The  wage  of  the  n[ian,  the  rent  of  the  machine,  and  the 
capital  values  of  both  (taking  the  case  of  slavery  where 
men  are  bought  and  sold)  are  all  given  thb  same  ex- 
planation, —  an  explanation  rising  in  wants  and  their 
gratification.  But  the  mere  study  of  the  process  of 
evaluation  (which  in  itself  has  proved  sufficiently  diffi- 
cult to  tax  the  energies  of  some  of  our  best  economists) 
needs  to  be  expanded  into  a  fuller  study  than  we  have 
yet  had  of  the  forces  which  determine  individual 
incomes.  Not  until  this  is  fully  done  will  the  theory  of 
value  have  borne  its  fruitage  in  a  theory  of  distribution 
really  deserving  of  the  name. 

To  the  writer  it  seems  evident  that  the  blurring  of  the 
distinction  between  the  two  is  responsible  for  the  rise 
and  present  vogue  of  the  specific  productivity  idea. 
Had  the  problem  been  conceived  as,  in  the  first  instance 
at  least,  merely  a  study  of  the  process  of  evaluation,  — 
had  the  ethical  question  of  distributive  justice  been 
clearly  visualized  as  a  problem  apart,  the  truistic 
pitfall  of  the  specific  productivity  reasoning  would  have 
spread  its  allurements  in  vain.  But  with  this  distinc- 
tion overlooked,  and  attention  centered  on  the  quid  pro 
quo  (the  service)  which  is  rendered  in  return  for  a  wage 
or  a  rent  payment,  the  undoubted  existence  of  this 
quid  pro  quo  led  easily  to  the  assumption  of  specific 
productivity,  and  to  the  comforting  but  fallacious 
equation  of  product  and  reward.  There  is  a  difference, 
however,  between  the  mere  cooperation  of  a  factor  in  a 
productive  process,  and  the  specific  creation  by  that 
factor  of  a  distinguishable  product.  The  fact  that  the 
services  of  a  factor  are  desirable  in  the  process  of  value 
creation  does  not  mean  that  a  particular  part  of  the 
value  created  can   be  ascribed  to   the  independent 
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agency  of  the  factor.  And  this  in  spite  of  the  fact  that 
the  total  value  product  is  the  fund  from  which,  in  the 
long  run,  payment  is  made  for  the  services  of  the  factors. 
The  quid  pro  quo  aspect  of  the  wage  valuation  must 
not  then  lead  us  to  identify  valuable  service  with 
specific  productivity.  The  distinction  between  the 
two  is  quite  consistent  with  the  doctrine  of  the  psy- 
chological value  theorists  that  value  is  ascribed  because 
of  the  want-gratifying  capacity  of  things  and  services.^ 
And  their  insistence  upon  the  direction  of  the  valuation 
process,  —  that  it  is  from  hiunan  wants  back  to  the 
things  or  services  which  are  capable  of  gratifying  those 
wants,  —  should  make  them  immediately  sceptical  of 
the  alleged  equation  of  a  wage  valuation  with  a  prod- 
uctivity which  proceeds  in  a  diametrically  opposite 
direction.  The  writer  hopes  therefore  for  their  accep- 
tance of  his  view.  Members  of  the  other  school,  whose 
tendencies  are  naturally  antagonistic  to  the  contention 
of  this  paper,  wiU,  it  is  hoped,  be  ihduced  to  subject  to 
a  careful  re-examination  the  reasoning  on  which  the 
specific  productivity  thesis  has  been  allowed  to  rest. 

If,  as  the  writer  beUeves,  that  reasoning,  through  the 
unconscious  use  of  a  term  in  two  different  senses,  rests 
upon  a  truism,  from  which  no  valid  inference  may  be 
drawn,  not  only  the  productivity  thesis  itself,  but  its 
important  social  implications  must  be  given  up.  These 
implications  were  originally  stated  by  Professor  Clark 
in  the  following  words:  — 

This  thesis  we  have  still  to  prove;  and  more  hinges  on  the  truth 
of  it  than  any  introductory  words  can  state.  The  right  of  society 
to  exist  in  its  present  form,  and  the  probability  that  it  will  continue 

1  The  writer  is  not  to  be  understood  as  taking  any  ground  as  to  the  influence  of 
supply  on  piioe.  This  point  needs  more  complete  formulation  than  has  yet  been  given 
it  if  the  value  theqrists,  while  showing  that  supply  itself  is  largely  influenced  by  subieo- 
tive  valuations,  are  yet  to  be  generally  credited  with  recognising  the  truth  which  Ilea 
in  the  supply  side  of  the  stereotyped  formula  of  '*  demand  and  supply." 
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80  to  exist,  aie  at  stake.  These  facts  lend  to  this  probtem  its 
measureless  importance.  The  welfare  of  the  laboring  daases  depends 
on  whether  they  get  much  or  little;  but  their  attitude  toward  other 
dasseSy  —  and,  therefore,  the  stability  of  the  social  state  —  depends 
chiefly  on  the  question  whether  the  amount  that  they  get,  be  it  large 
or  small,  is  what  they  produce.  If  they  create  a  small  amount 
of  wealth  and  get  the  whole  of  it,  they  may  not  seek  to  revolutionize 
society;  but  if  it  were  to  appear  that  they  produce  an  ample  amount 
and  get  only  a  part  of  it,  many  of  them  would  become  revolutionists, 
and  all  would  have  the  right  to  do  so.  The  indictment  that  hangs 
over  society  is  that  of  "  exploiting  labor."  "  Workmen,''  it  is  said, 
"  are  regularly  robbed  of  what  they  produce.  This  is  done  within 
the  forms  of  law,  and  by  the  natural  working  of  competition."  If 
this  charge  were  proved,  every  rightr-minded  man  should  become  a 
socialist;  and  his  zeal  in  transforming  the  industrial  system  would 
then  measure  and  express  his  sense  of  justice.^ 

We  do,  if  we  are  successful,  settle  the  great  personal  issues  that 
range  men  in  hostile  classes.  By  discovering  the  law  that  fixes 
the  rates  of  wages,  of  interest  and  of  pure  profits,  we  decide  whether 
the  man.  A,  has  a  grievance  against  B.  We  have  not,  indeed,  thus 
ascertained  why  one  of  them  has  only  $500  a  year,  while  the  other 
has  $50,000;  but  we  have  ascertained  something  about  the  two 
incomes  that  decides  whether  each  of  them  rightfully  belong?  to  the 
man  who  gets  it.* 

Such  comprehensive  claims,  however,  would  not  now 
be  made.  Tho  many  economists  today  accept  the 
productivity  thesis,  few,  if  any,  draw  from  it  such  sweep- 
ing conclusions. 

It  was  promptly  pointed  out '  that  justice  is  between 
man  and  man,  —  not  between  the  factors  in  production. 
If  the  justice  of  our  social  order  is  to  be  established  by 
any  comparison  of  productivity  and  reward,  it  is  not 
enough  to  show  that  payment  is  in  proportion  to  the 
productivities  of  the  respective  factors,  —  the  animate 
and  the  inanimate,  the  man  and  the  machine.  Since  it 
is  a  question  of  justice  with  which  we  are  concerned, 
the  inanimate  factors  must  be  ignored.     We  need  to 

>  Dbtribiitiono(Weiath.p.8.  >  n)id.,  p.  S. 

*  By  PrafeMor  Carver.  Quarterly  Joumal  of  EooDomios,  vol.  sv  (AuCm  1001), 
P.67S. 
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be  shown  that  the  rewards  of  industry  are  distributed 
among  men  in  proportion  to  their  productive  contribu- 
tions. And  when  this  necessity  is  realized,  the  social 
significance  of  the  productivity  thesis  is  very  pro- 
foundly modified.  It  proves  (if  true)  the  injustice 
rather  than  the  justice  of  society.  If  the  factors  in 
production,  —  animate  and  inanimate,  —  are  paid  in 
proportion  to  what  they  produce,  such  an  arrangement 
will  constitute  a  just  division  only  in  that  inconceivable 
sort  of  a  world  in  which  there  is  a  distribution  of 
ownership  in  exact  correspondence  with  the  productive 
services  of  men. 

The  surrender  of  the  social  significance  of  the  theory 
has  been  explicitly  admitted  in  a  recent  defense  of  the 
productivity  idea  by  Professor  J.  Maurice  Clark.  "  All 
that  the  hypothesis  will  justify  is  the  claim  that  in- 
come would  measiu^  deserving  under  ideal  competition, 
granted  at  all  times  perfectly  just  distribution  of  prop- 
erty, education  and  opportunity."  ^  This  stops  very 
far  short  indeed  of  the  original  contentions.  And,  as 
we  have  seen,  not  even  this  much  is  true.  If  then  to 
Davenport's  and  Hobson's  vigorous  and  varied  criti- 
cisms be  added  the  fact,  that  the  thesis  of  specific  prod- 
uctivity is  demonstrated  only  by  the  employment  of  a 
vitiating  truism,  we  must  naturally  ask  ourselves  what 
the  residual  element  in  the  Clarkian  system  amounts  to. 
It  should  be  clear  at  once  that  what  we  have  left  is  a 
theoiy  of  value  as  distinguished  from  a  theory  of  dis- 
tribution. The  ethical  idea  of  reward  in  proportion  to 
product  has  gone  by  the  board;  there  remains  a  strictly 
economic  process  of  evaluation. 

The  question  may  still  be  urged,  however,  whether 
the  rewards  which  go  to  the  various  factors  in  produc- 
tion are  not  an  approximate  or  rough  measiu^  of  pro- 

1  PoUtioal  Sdenoe  Qaarteriy,  June.  1914,  p.  319. 
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ductive  contribution.  To  the  writer  the  importance 
of  the  inquiry  lies  in  the  fact  that  the  productivity 
theory,  with  its  parade  of  scientific  accuracy,  is  after 
all  but  a  precise  formulation  of  a  widespread  and  deep- 
seated  belief  that,  to  a  reasonable  degree  of  approxima- 
tion, a  man  gets  out  of  his  productive  activities  what 
he  deserves.  We  deplore  certain  failures  where  a  man 
seems  to  meet  with  disaster  which  could  not  have  been 
anticipated  or  avoided.  But  in  the  main,  business 
success  is  regarded  as  not  only  an  index  of  ability  but 
also  a  measiu^  of  social  service  and  hence  of  social  de- 
serving. The  truth  and  error  in  this  view  need  to  be 
very  carefully  disentangled. 

The  idea  has  already,  within  recent  years,  been  sub- 
jected to  scrutiny  and  correction.  And  this  has  come 
from  critics  of  different  sorts,  ranging  from  the  econo- 
mist to  the  poUtical  agitator. 

In  the  first  place  it  has  been  repeatedly  emphasized 
of  late  that  personal  income  is  made  up  of  two  elements, 
—  that  which  is  secured  in  return  for  labor,  and  that 
which  comes  from  the  ownership  of  capital.  The  social 
validity  of  the  latter,  as  we  have  already  seen,  cannot 
spring  from  any  product  personally  created  by  its 
owner.  It  must  be  sought  in  the  circumstances  which 
are  taken  to  justify  the  ownership. 

Secondly  it  has  been  shown  that  many  incomes  are 
the  result  of  force  or  fraud,  or  inure  to  a  man  because 
he  has  catered  to  wants  which  are  harmful  to  society. 
They  are  acquisitive  rather  than  productive  in  the  best 
sense  of  the  word.  Professor  Davenport  has  been  per- 
haps the  most  forceful  theoretical  exponent  of  this  idea.^ 
But  in  connection  with  particidar  economic  evils  it  has 
come  to  be  widely  imderstood  and  even  taken  for 

>  Cf.  hia  artiQle.  "  Cost  mod  its  Sicnifieanoe,*'  American  Boonomio  Revisw,  Deoem- 
bsr.  191  It  p.  734. 
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granted.  Food  and  drug  laws  would  be  unnecessary 
were  all  incomes  the  result  of  providing  for  the  beneficial 
wants  of  society.  Tenement  house  laws,  mine  and 
factory  inspection,  and  a  wide  range  of  restrictive  laws 
which  are  a  conmionplace  to  the  present  generation,  all 
testify  plainly  to  the  fact  that  men  can  secure  incomes 
through  processes  injurious  to  society.  In  a  broad 
view,  however,  such  cases  seem  to  the  writer  exceptional. 
In  the  main,  the  man  who  manufactures  and  sells  a 
product  more  cheaply  than  any  one  else  has  conferred  a 
real  benefit  upon  those  who  use  it,  and  the  income  which 
accrues  to  him  in  so  doing  is  an  income  which,  tho  dis- 
proportionate perhaps,  is  yet  secured  by  virtue  of  a 
social  service. 

Now  when  all  these  corrections  and  exceptions  are 
made  and  allowed  for,  where  do  we  stand  in  general 
distributive  theory  if  we  deny  the  specific  productivity 
thesis  ?  Is  it  not  true  that  fimctional  incomes  are  a 
rough  measure  of  service,  and  that  (since  it  is  through 
the  saving  of  income  that  capital  is  accimiulated)  a 
rough  proportionality  exists  between  the  earnings  of 
capital  and  the  productive  services  of  its  owners  ?  The 
latter  question  is  quickly  disposed  of.  It  would  be  true 
only  if  men  were  inmiortal  and  if  they  started  originally 
on  an  equal  footing.  But  men  die  and  pass  on  their 
wealth  to  their  heirs.  The  great  question  of  inheritance 
introduces  complicating  elements  into  the  problem,  — 
to  say  nothing  of  the  equally  large  question  of  the  valid- 
ity of  original  titles.  But  if  we  deliberately  shut  our 
eyes  to  the  incomes  which  flow  from  the  ownership  of 
wealth,  is  it  not  true  that  the  services  of  men  are  paid 
for  roughly  in  proportion  to  the  values  which  they  pro- 
duce ?  Are  we  completely  in  the  wrong  when  we  take 
a  man's  success  in  acquisition  as  in  some  sort  a  measure 
of  his  service  to  society  ? 
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One  classical  idea  was  that  the  price  of  a  thing  must 
be  enough  to  bring  the  thing  to  market,  —  that  is  that 
each  factor  must  receive  enough  to  secure  its  services. 
Now  this  is  the  sort  of  proposition  which  cannot  validly 
be  generalized  and  made  a  basic  explanation.  It  means 
very  little  to  say  that  the  prices  of  things  in  general 
must  be  high  enough  to  bring  them  to  market.  How 
low,  for  example,  might  wages  in  general  fall  without  a 
cessation  of  work  ?  We  cannot  say.  Probably  very 
low.  How  low  must  rents  in  general  fall  in  order  that 
all  capital  should  be  withdrltwn  from  the  market  ?  The 
chances  are  that  capital  would  be  utilized  if  it  yielded 
very  low  rents  indeed.  All  we  can  mean,  then,  is  that 
in  a  particular  line  the  price  must  be  enough  to  secure 
the  agents  of  production  against  the  bidding  of  other 
wants.  The  true  statement  would  be  that  a  want,  in 
order  to  be  gratified,  must  be  strong  enough  to  win 
against  other  wants  in  a  competitive  bidding  for  the 
means  of  gratification,  —  it  being  imderstood  that  these 
means  of  gratification  (which  are  labor  and  capital) 
have  alternative  possibilities  of  use. 

It  is  precisely  here  that  we  see  the  entrepreneur  per- 
forming one  of  his  most  important  functions.  His  task 
is  not  merely  the  management  of  industry  in  the  narrow 
sense,  but  the  anticipation  of  the  direction  and  strength 
of  demand.  In  supplying  the  demand,  he  has  certain 
costs  to  pay.  He  must  pay  enough  to  secure  labor. 
This  means  not  merely  enough  to  induce  men  to  work, 
but  enough  to  divert  labor  from  other  lines.  He  must 
also  procure  the  services  of  capital  by  borrowing,  by 
renting  or  buying  land,  buildings,  machinery,  raw 
materials,  etc.  And,  whenever  he  borrows,  rents,  or 
buys,  he  must  offer  enough  to  secure  the  agents  he  needs, 
which  merely  means  to  divert  them  from  alternative 
uses  where  they  would  codperate  in  the  gratification 
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of  other  wants.  Now  the  capital,  the  hired  labor,  and 
the  entrepreneur  form  a  cooperative  productive  group. 
Jointly  they  produce  something,  —  a  something  which 
is  calculated  to  gratify  human  wants.  If  the  product 
sells  for  a  price  sufficient  to  make  the  contractual  pay- 
ments and  to  retain  the  services  of  the  entrepreneur 
himself,  the  business  goes  on.  The  want  which  it 
supplies  has  won  in  the  competition  against  other 
wants.  If  not,  it  fails,  —  and  the  direction  of  industry 
is  altered. 

Where  business  is  successful,  contract  wages  and 
interest  are  paid  (a  process  which  contributes  to  the 
evaluation  of  the  services  of  the  labor  and  capital  con- 
cerned) and  a  sum  is  left  over  which  goes  to  the  entre- 
preneur. Wages  are  what  the  laborer  gets:  contract 
interest  and  rent  are  what  the  owners  of  borrowed  or 
rented  agents  get.  The  sum  which  goes  to  the  entre- 
preneur is  that  part  of  the  total  proceeds  which  he 
secures  for  the  services  which  he  offers.  If,  —  as  is 
commonly  the  case,  —  he  contributes  both  capital  and 
labor,  his  return  is  a  return  for  the  services  of  the  two. 
From  a  general  point  of  view  it  is  not  separable  into 
interest  and  profit,  or  into  interest,  salary,  and  profit. 

In  the  personal  calculations  of  the  entrepreneur,  to  be 
sure,  it  may  be  divided  up.  He  may  call  a  certain  part 
of  it  the  interest  on  his  capital,  and  the  remainder 
profit,  or  he  may  divide  it  into  interest,  salary,  and  profit, 
—  setting  down  as  salary  the  sum  which  he  thinks  he 
could  command  if  he  entered  the  service  of  another. 
But  these  are  merely  devices  which  assist  him  in  visual- 
izing the  prosperity  of  his  enterprise.  They  do  not 
alter  the  fact  that  the  business  yields  him  a  single  lump 
sum  in  return  for  the  services  of  himself  and  his  capital. 
No  contract  or  transfer  divides  it  into  either  two  or 
three  parts. 
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Of  the  total  amount  to  be  distributed,  then,  there  is  a 
functional  distribution  of  contract  wages  and  interest 
(including  rent).  But  in  the  case  of  the  entrepreneur 
the  industry  does  not  make  any  functional  distribution. 
It  pays  him  a  lump  sum.  "  Not  for  his  life ''  can  the 
entrepreneur  tell  what  part  of  his  gain  is  due  to  his  capi- 
tal and  what  part  to  his  labor.  And  by  the  same  token 
it  is  impossible  to  distinguish  between  the  ''  product  " 
of  the  entrepreneiu*  and  of  those  whom  he  employs. 
Their  rewards  are  matters  of  hard  fact,  but  their 
specific  productivities  we  cannot  disentangle.  The 
entrepreneur's  share  in  distribution  is  an  accurate 
measure  of  his  acquisitive  rather  than  of  his  productive 
powers.     It  is  what  he  can  get,  not  what  he  produces. 

It  is,  to  be  sure,  apparent  to  everybody  that  a  rough 
(very  rough)  degree  of  correlation  exists  between 
ability  and  reward.  All  around  us  we  see  the  able  man 
succeeding,  and  the  inefficient  or  lazy  man  becoming  a 
failure.  And  a  certain  validity  remains  in  our  judg- 
ment of  a  man's  character  on  the  basis  of  his  business 
success.  Certainly  it  h&hy  virtue  of  his  contributing 
to  the  gratification  of  human  wants  that  he  gains  his 
wages,  or  his  salary,  or  his  profit.  But  that  his  reward 
is  in  proportion  to  any  supposed  specific  productivity 
cannot  be  shown.  That  a  man  has  acquired  a  fortune 
in  competitive  business  may  tell  us  a  good  deal  as  to  the 
man's  sagacity,  or  will  power,  or  business  relationships. 
It  also  tells  us  that  he  has  marketed  a  conmiodity  which 
somebody  wanted  to  buy,  thus  largely  promoting  the 
gratification  of  human  wants.  But  he  did  not  do  it  by 
his  own  unaided  efforts.  He  was  but  a  cog  in  the  ma- 
chine, —  a  large  one,  it  may  be,  but  inseparably  inte- 
grated with  the  other  cogs.  We  can  get  no  information 
that  is  at  all  accurate  as  to  the  amount  of  his  own 
separable  contribution,  his  specific  productivity.      If 
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he  has  given  his  competitors  a  fair  and  square  beating, 
he  has,  to  be  sure,  proved  himself  more  efficient  than 
they  in  diagnosing  wants  or  in  combining  the  factors  of 
production  in  such  a  way  as  to  make  the  gratifying 
of  those  wants  personally  profitable  to  himself.  But 
the  productivity  which  has  achieved  the  success  is  the 
productivity  of  a  complex  of  factors  of  which  he  is  the 
directing  head.  And  it  is  no  more  possible  to  say  what 
is  the  specific  product  of  his  labor  (or  of  his  labor  and 
capital  combined)  than  it  would  be  to  say  what  part  of 
the  cutting  of  the  tree  was  done  by  Robinson  Crusoe 
and  what  part  by  his  ax. 

If,  then,  it  is  urged  that  the  reward  of  human  services 
is  a  rough  measure  of  productive  contribution,  we 
cannot  assent  unless  the  emphasis  is  placed  very 
strongly  indeed  upon  the  word  "  rough."  The  ordi- 
nary view  that  income  is  an  index  of  social  service,  in 
addition  to  being  open  to  the  various  corrections 
mentioned  above,  assumes  a  specific  productivity  which 
it  is  absolutely  impossible  to  disentangle.  The  prod- 
uctivity thesis  has  seemed  to  give  a  scientific  sanction 
to  a  popular  notion,  which,  while  it  contains  a  kernel  of 
truth,  is  extremely  inexact,  and  ordinarily  overlooks 
some  of  the  most  essential  elements  in  the  problem. 

We  have  then  merely  a  theory  of  value,  —  a  thing 
which  falls  short  in  two  particulars  of  being  a  satis- 
factory explanation  of  the  distribution  of  income 
among  persons.  In  the  first  place  it  takes  for  granted 
the  existing  distribution  of  wealth,  and,  in  the  second 
place,  it  gives  us  competitive  shares  which  are  the  result 
of  a  process  of  valuation,  but  not  with  any  accuracy  an 
index  of  productive  contribution.  In  other  words, 
what  men  would  get,  even  under  perfect  competition 
(whatever  that  may  mean),  would  not  of  any  necessity 
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be  an  accurate  measure  of  what,  on  the  score  of  their 
supposed  specific  productivity,  they  ought  to  get.  A 
thing  which  has  no  existence  can  hardly  serve  as  a  cri- 
terion of  desert.  When  the  efforts  of  men  are  merged 
in  social  or  cooperative  production,  they  can  never  be 
again  ''  unscrambled  ''  into  specific  productivities. 

We  shall,  however,  be  giving  up  a  great  deal  if  we 
surrender  completely  the  idea  of  specific  productivity. 
It  has  been,  even  before  its  precise  formulation  by  Pro- 
fessor Clark,  a  tacit  tenet  of  economic  thought.  It  is 
with  us  all  a  sort  of  rudimentary  survival  of  the  con- 
ception of  things  which  included  the  ''  economic 
harmonies,"  the  doctrine  of  Imssezfaire,  and  the  dogma 
of  the  unqualified  beneficence  of  the  competitive 
process. 

Let  us,  however,  go  wherever  oiu*  analysis  leads  us. 
With  the  idea  of  specific  productivity  eliminated  the 
process  of  valuation  remains  just  what  it  has  been,  an 
orderly,  systematic,  incontrovertible  thing,  just  as 
logical  as  any  member  of  the  Austrian  school  ever 
conceived  it  to  be.  But  the  distribution  of  personal 
income  stands  out  for  what  it  is,  —  a  system  of  hap- 
hazard uncertainties,  not  merely  skewed  by  the  dis- 
crepancies of  inheritance  and  original  title,  not  merely 
vitiated  in  part  by  productivity  of  a  predatory  sort,  but 
deprived  of  the  erstwhile  soothing  correlation  between 
reward  and  productive  contribution. 

Things-as-they-are  have  been  the  beneficiary  of  an 
overdone  system  of  apologetics.  The  concept  of  spe- 
cific productivity,  both  in  the  explicit  form  into  which 
it  has  been  cast  by  Professor  Clark,  and  also  as  it  ap- 
pears disguised  and  latent  in  an  uncritical  approval  of 
the  competitive  idea,  has  tended  to  blind  us  to  the  evil 
which  is  mixed  with  the  good  in  our  distributive  ar- 
rangements, —  has  tended  to  make  us,  as  economists, 
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more  conservative  than  we  have  any  right  to  be.  The 
Distnbulion  of  WeaUh  has  been  denounced  as  the  apo- 
logia of  an  unwarranted  conservatism.^  Denunciation, 
however,  needs  to  be  followed  up  by  specific  disproof. 
The  error  in  the  specific  productivity  thesis  must  be 
precisely  located,  and  must  come  to  be  generally  under- 
stood if  it  is  to  be  deprived  of  the  undue  influence  for 
conservatism  which  it  undoubtedly  continues  to  exercise 
even  in  the  rarified  and  corrected  form  in  which  it  is  still 
cherished. 

Walter  M.  Adbiance. 

Princeton  Univbrsitt. 


>  E.  g.,  by  Frofeaaor  Wioker  at  the  New  York  Meeting  of  the  AmeiieAa  Economie 
AMoeistkm. 
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HOBSON'S  WORK  AND  WEALTH  * 

Mr.  Hobson  is  not  the  least  of  a  group  —  shall  we  call 
them  super-economists  ?  —  whose  criticism  of  the  current 
system  of  economic  life  and  thought  is  rendering  valuable 
service  in  the  cause  of  truth.  In  the  present  book  he  gives 
us  his  own  theory  of  value  and  distribution,  filling  out  the 
outline  offered  in  the  concluding  chapter  of  an  earlier  volume 
entitled  ''  The  Industrial  System."  It  is,  of  course,  a  theory 
of  ideal  value  and  distribution^  for  the  actual  S3rstem  has 
ahready  been  made  the  target  of  his  criticism.  When  a 
critic  turns  reformer  and  begins  to  construct,  his  friends 
may  well  fear  for  him  and  his  adversaries  thank  him  for 
giving  them  a  better  chance  than  ever  before  to  hit  back. 
And  yet  to  return  Hobson's  fire  in  the  name  of  science  is  like 
attacking  Bergson  for  not  being  logical,  since  Hobson  has 
renoupQced  science  as  powerless  to  render  a  final  decision  in 
social  disputes.  Nevertheless,  it  is  as  a  work  of  social 
science  th^t  Hobson's  book  must  be  appraised. 

As  such,  the  first  striking  feature  it  presents  to  the  reader 
is  the  undefined  and  controversial  nature  of  its  fundamental 
concept;  its  value-yardstick.  The  author  himself  trusts 
that  the  idea  ot  ''  organic  welfare,"  which  he  takes  as  the 
standard  of  value,  may  assume  definite  shape  in  the  mind  of 
the  reader  by  dint  of  many  concrete  cases,  and  that  the 
reader,  even  if  he  disagrees  with  the  author  as  to  what,  in  any 
given  base,  the  highest  good  of  society  demands,  may  still 
accept  the  same  method  of  anal3rsis  and  follow  it  in  his  own 

1  Work  and  Wealth ~  A  Human  Valuation,  by  J.  A.  Hobson,  The  Maomillan  Co., 
t2.00,  pp.  zvi,  367. 
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thinking.  In  other  words,  each  separate  discusfflon  must 
stand  on  its  own  merits  as  an  attempt  to  discover  what 
course  of  action  will  best  serve  the  social  welfare  in  each 
particular  situation. 

Two  features  of  this  standard  of  value  stand  out  sharply. 
It  must  arbitrate  between  good  and  bad  desures;  and  it 
must  include  all  the  social  consequences  of  everything  it 
considers.  Vicious  consmnption  is  thus  a  cost,  and  healthful 
labor  a  utility  regardless  df  the  pleasures  of  vice  or  the 
temporary  fatigues  of  salutary  work.  Cost,  in  this  scheme 
of  valuation,  assumes  many  aspects.  It  includes  the  neces- 
sary "  keep  "  of  the  worker  (page  44)  and  this  in  turn  in- 
cludes (1)  the  restoration. of  vital  force  spent  in  labor,  and 
(2)  the  minimum  reward  necessary  to  induce  the  laborer  to 
work  —  a  very  different  thing,  be  it  noted.  Cost  includes 
also  such  things  as  the  ''  repression  of  personality  "  (page  50), 
the  ''  surrender  of  (his)  personal  judgment "  OP&g®  53)  and 
the  "  d^radation  of  (his)  highest  quality  "  (page  45).  One 
feels  almost  as  if  the  millennium  had  been  placed  on  the  debit 
side  of  the  ledger  and  one  were  invited  to  produce  assets 
enough  to  balance  the  books. 

The  rule  adopted  for  the  reform  of  society  is  that  of  dis- 
tribution according  to  needs,  and  the  elimination  of  the 
heaviest  human  costs  of  production  by  direct  social  control, 
the  goal  being  a  condition  of  minimum  cost  and  maximum 
welfare.  Hobson's  ideal  man  is  so  perfectly  socialized  that 
he  will  work  as  hard  as  is  good  for  him,  if  his  reasonable 
wants  are  provided  for.  Further  incentives  gauged  according 
to  efficiency  will  have  no  effect  on  him.  '^  But  as  human 
nature  actually  stands,  this  stimulus  to  do  a  '  best '  that  is 
better  than  the  average,  must  be  regarded  as  a  moral '  need  ' 
to  be  counted  for  purposes  of  remuneration  along  with  the 
physiological  needs  "  OP**e  168).  Thus  the  two  conflicting 
standards  are  made  one  —  by  a  logical  tour  de  force.  Cer- 
tainly, since  social  welfare  is  the  ultimate  standard,  and 
since  even  for  the  individual  the  highest  welfare  lies  in  achiev- 
ing the  finest  relationship  to  society,  the  man  who  demands 
an  efficiency  bonus  is  the  farther  from  his  highest  possibilities; 
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he  ^*  needs  "  more  to  make  him  perfect.  But  this  is  a  need 
that  can  hardly  be  met  by  giving  him  his  bonus,  for  that 
would  be  a  reward  of  badness,  and  tend  to  harden  him  in  the 
error  of  his  ways.  What  he  "  needs  "  is  not  more  money, 
but  the  services  of  a  social  evangelist;  possibly  he  needs  both. 
But  any  esctra  wage  that  is  granted  him  must,  in  conmion 
fairness,  be  granted  also  to  his  comrade  who  is  altruistic 
enough  to  do  his  best  work  even  without  this  stimulus.  It 
will  hardly  do  to  leave  the  ninety  and  nine  permanently  in 
the  wilderness.  The  net  result  would  seem  to  be  that  with 
men  as  they  are,  an  efficiency  distribution  is  necessary,  tho 
it  may  be  superimposed  on  a  minimum  wage  based  on  need. 
Further  than  this,  Hobson's  eflfort  to  reconcile  the  two  stand- 
ards fails  to  carry  conviction,  and  this  failure  is  probably  the 
most  serious  weakness  in  the  book. 

In  assessing  the  costs  of  production  the  dominant  note  is 
Tarde's  distinction  between  creation  and  repetition.  The 
ultimate  conclusion  is  that  work  of  the  first  kind  which  is  its 
own  reward  may  safely  be  left  to  private  enterprise,  while 
routine  production,  which  is  costly,  must  be  socialized. 
"How  can  the  creative  work  of  the  entrepreneur  be  en- 
trusted to  private  enterprise  while  the  routine  work  of  his 
employees  is  under  social  control  ?  "  the  reader  may  ask. 
The  answer  is  that  Hobson  minimizes  the  creative  element 
in  the  entrepreneur's  work.  To  him,  creative  activities  are 
chiefly  those  of  art,  research  and  invention,  and  the  field 
of  private  enterprise  is  correspondingly  narrow. 

To  many  readers  the  worst  fault  of  the  book  will  undoubt- 
edly appear  to  be  the  dearth  of  positive  suggestion  as  to 
methods  of  installing  the  millennial  system,  involving  as  it 
does  nothing  less  than  a  moderate  form  of  collectivism. 
This  lack  is  emphasized  by  the  author's  criticisms  of  state 
socialism  on  the  one  hand  and  of  the  industrial  federation  of 
the  (syndicalists  on  the  other.  Even  on  the  fundamental 
question  of  interest  no  definite  program  is  offered.  We  are 
told  that  there  is  much  saving  on  the  part  of  the  poor  which 
costs  more  than  it  is  worth,  and  should  not  be  imdertaken 
at  all.     Other  saving  is  "  costless  "  and  we  may  be  able  to 
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get  all  the  capital  we  need  from  such  sources  without  paying 
for  it.  But  this  would  only  be  possible  if  the  output  of 
industry  proved  more  than  enough  for  all  wants,  short  of 
those  whose  satisfaction  is  useless  or  positively  harmful. 
Short  of  that  happy  state,  Hobson's  philosophy  would  seem 
to  leave  room  for  much  giving  and  taking  of  interest.  How- 
ever, his  purpose  is  not  to  prescribe  the  details  of  the  millen- 
nimn,  but  to  make  men  see  our  industrial  system  as  he  sees 
it  and  to  want  a  truly  "  human  "  distribution  as  he  outlines  it. 
This  in  itself  is  probably  a  sufficiently  arduous  undertaking. 
The  book  as  it  is  traverses  a  marvelously  wide  range  of 
material  and  draws  on  the  work  of  many  investigators, 
perhaps  a  bit  superficially  here  and  there,  but  most  sug- 
gestively. Part  of  the  material  may  be  newer  to  English 
readers  than  to  American,  especially  the  citations  from  Veblen 
and  Goldmark  and  the  comments  on  scientific  management. 
One  phase  of  the  latter  subject  which  the  author  has  neglected 
is  the  defense  it  offers  against  slack  work  in  sociaUzed  indus- 
tries;  through  its  absolute  measurement  of  a  feur  day's  per- 
formance. Hobson  prefers  to  rely  on  a  developed  "  social 
will."  The  book  will  render  service  in  many  ways,  but  most 
of  all,  perhaps,  by  showing  most  forcibly  that  there  are 
truly  economic  values  more  fundamental  than  those  derived 
from  exchange  or  measured  by  it,  and  that  it  is  by  these 
more  fundamental  values  that  we  must  test  the  institutions 
of  property,  contract,  and  the  rest  of  the  environment  in 
which  our  "  market  values  "  have  their  being.  Concretely, 
it  might  make  an  employer  (if  any  employer  of  labor  should 
chance  to  read  it)  realize  that  his  most  important  product  is 
in  the  minds  and  bodies  of  his  laboring  force. 

J.  M.  Clark. 

Amherst  College. 
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THE  WAR  AND  THE  FINANCIAL  SITUA- 
TION IN  THE  UNITED  STATES 

The  war  in  Europe  immediately  subjected  the  United 
States  to  severe  financial  strain,  because  this  is  a  debtor  coun- 
try in  the  international  short-time  loan  market  as  well  as  on 
account  of  more  permanent  investments  of  foreign  capital. 
Unlike  London,  the  New  York  money  market  possessed  no 
resources  the  liquidation  of  which  would  serve  to  oflFset  pay- 
ment for  the  enormous  volume  of  securities  which  were  sold 
on  foreign  account  on  the  New  York  Stock  Exchange  during 
the  week  preceding  the  outbreak  of  hostiUties.  Before  these 
sales  began,  the  New  York  money  market  was  in  its  normal 
mid-simuner  position.  The  banks  held  a  surplus  reserve  of 
about  26  miUion  dollars  —  not  enough  to  be  of  much  use 
under  a  system  in  which  the  required  reserves  are  never  fully 
utilized,  but  still  almost  as  large  as  at  the  same  date  in  the 
preceding  year  and  somewhat  lai^er  than  in  July  of  1912. 
Foreign  balances  were  at  a  low  level  and  a  considerable 
amount  had  been  borrowed  in  London  by  means  of  finance 
bills  anticipating  the  proceeds  of  the  cotton  and  grain  bills  of 
the  autumn  months.  Past  experience  warranted  the  feeling 
that  this  practice,  in  moderation,  involved  no  serious  element 
of  weakness.  All  former  periods  of  severe  financial  strain  had 
been  primarily  the  result  of  unsound  domestic  conditions;  and 
by  means  of  temporary  loans  and  sales  of  securities,  additional 
funds  from  foreign  sources  had  always  been  forthcoming. 

The  prospect  of  a  general  European  war,  to  say  nothing  of 
its  outbreak,  created  an  entirely  novel  situation.  Foreign 
lenders  and  investors  endeavored  to  liquidate  American  as 
well  as  other  securities  with  little  regard  to  the  sacrifice  en- 
tailed. Since  it  was  impossible  to  secure  new  loans  in 
Europe,  every  maturing  bill  of  exchange  or  short-time  note 

181 


Digitized  by  LjOOQ IC 


182  QUARTERLY  JOURNAL  OF  ECONOMICS 

as  well  as  all  sales  of  securities  by  foreign  holders  on  the  New 
York  Stock  Exchange  involved  payments  which  could  only 
be  made  by  the  shipment  of  gold.  In  the  course  of  the  week^ 
ending  Friday,  July  Slst,  over  44  million  dollars  was  with- 
drawn from  the  banks  for  export,  and  a  vastly  lai^er  sum 
would  have  been  taken  if  underwriters  had  been  willing  to 
insure  a  larger  quantity.  It  is  important  also  to  note  that 
most  American  piu'chasers  of  these  securities  sold  on  foreign 
account  assmned  the  possibility  of  securing  with  them  as  col- 
lateral the  accustomed  accommodation  from  the  banks. 
Accordingly  the  transactions  which  were  leading  to  the  rapid 
depletion  of  the  reserves  of  the  banks  through  gold  shipments 
were  also  creating  an  increased  demand  for  bank  loans.  Diu*- 
ing  the  week  ending  with  July  31st  the  cash  reserve  of  the 
New  York  Clearing  House  banks  and  trust  companies  was 
reduced  by  56  million,  and  a  surplus  of  26  million  was  con- 
verted into  a  deficit  of  17  million;  there  being  at  the  same 
time  a  slight  increase  in  loans,  amounting  to  $1,182,000. 

Drastic  measm-es  of  relief  were  imperatively  needed.  The 
first  and  inevitable  measure  was  the  closing  of  the  Stock 
Ekchanges  of  New  York  and  of  other  cities.  Since  the  stock 
exchanges  of  other  countries  were  already  closed,  the  con- 
tinuance of  dealings  on  the  American  exchanges  would  have 
concentrated  the  pressure  of  Uquidation  upon  the  particular 
issues  of  securities  listed  here,  in  which  foreign  capital  has 
been  largely  invested.  With  the  closing  of  the  stock  ex- 
changes, the  transactions  which  were  creating  the  bulk  of  the 
indebtedness  immediately  payable  abroad  were  no  longer 
possible.  But  in  resorting  to  this  means  of  relieving  the 
situation,  a  new  difficulty  was  created  for  the  banks.  All 
collateral  loans,  both  time  and  call  loans,  became  permanent 
investments  for  the  banks  imtil  the  resumption  of  dealings 
on  the  exchanges.  Obviously  the  payment  of  loans  could  not 
be  insisted  upon  when  there  was  no  market  in  which  either 
borrowers  or  banks  could  sell  the  collateral  securing  them. 
Additional  security  was  provided  by  many  borrowers;  and 
in  some  instances  loans  were  reduced  or  entirely  paid;  but 
the  banks  were  not  able  to  insist  upon  such  action.     In  other 
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words,  the  particular  variety  of  loans  upon  the  liquidation  of 
which  the  banks  mainly  relied  as  a  means  of  increasing  their 
free  assets  was  in  this  period  of  strain  a  wholly  unavailable 
resource. 

In  these  circumstances  it  was  inevitable  that  the  banks  of 
New  York  and  other  cities  should  resort  to  the  familiar  device 
of  the  clearing  house  loan  certificate  for  the  settlement  of 
balances  between  themselves.  These  certificates,  however, 
merely  enable  a  bank  to  defer  cash  payments  with  other 
banks  in  the  same  clearing  house;  they  do  not  enable  it  to 
meet  payments  due  banks  in  other  places.  Indeed,  the  use 
of  the  certificates  is  altogether  likely  to  make  it  necessary  for 
the  banks  to  restrict  cash  payments,  since  a  bank  weak  in 
reserve,  even  if  it  has  a  favorable  clearing  house  balance,  re- 
ceives certificates  instead  of  cash. 

As  in  1873, 1893,  and  1907,  resort  to  the  clearing  house  loan 
certificate  would  probably  have  led  to  restrictions  on  cash 
payments  but  for  the  Aldrich-Vreeland  Act  of  1908,  author- 
izing the  issue  of  emergency  bank  notes.  This  Act,  which 
would  have  expired  by  limitation  in  July,  1914,  was  fortu- 
nately extended  for  one  year  by  the  Federal  Reserve  Act  of 
1913.  At  the  same  time,  the  tax  on  the  notes  was  materially 
reduced  from  a  Tninimum  of  5  %  to  3  %  during  the  first  three 
months  of  issue,  thereafter  increasing  ^%  monthly  until  a 
maximum  of  6  %  is  reached,  contrasting  with,  a  maximum  of 
10  %  according  to  the  original  act.  The  availability  of  these 
notes  was  still  further  increased  by  an  act  which  passed 
through  both  houses  of  Congress  on  August  4th  removing  the 
requirement  that  no  bank  might  take  advantage  of  the  act 
unless  it  was  aJready  issuing  bond-secured  notes  to  the  extent 
of  40%  of  its  capital.  At  the  opening  of  business  in  New 
York  on  Monday,  August  3d,  nearly  46  million  of  these  notes 
were  available,  and  a  further  supply  was  provided  there  and 
in  other  parts  of  the  country  as  soon  as  the  notes  could  be 
prepared  and  shipped.  These  notes  have  been  generally 
used  by  the  banks  not  only  in  counter  payments  to  depositors 
but  also  in  making  settlements  between  banks  in  different 
places.     They  were  also  largely  used  instead  of  loan  certifi- 
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cates  in  the  settlement  of  clearing  balances,  because  the  tax 
on  the  notes  was  only  3  %,  while  the  TninimiiTn  rate  of  interest 
on  the  certificates  is  6%  and  in  many  cities  7  %  or  even  more. 
The  total  of  clearing  house  certificates  was,  therefore,  smaller 
than  on  previous  occasions.  The  amoimt  outstanding 
against  national  banks  on  September  12,  the  date  of  the  last 
return  of  the  banks  to  the  Comptroller  of  the  Ciurency,  was 
only  $52,779,000.  The  same  return,  contrasted  with  that  of 
June  30th,  showed  an  increase  in  the  issue  of  bank  notes  of 
$196,000,000.  With  these  emergency  notes  the  banks  satis- 
fied practically  all  demands  for  additional  money  for  domestic 
use  outside  the  banks,  thus  safeguarding  their  reserves,  which 
between  the  two  Comptroller's  calls  fell  only  $65,000,000,  not 
much  more  than  the  amount  of  money  which  was  exported, 
and  that  deposited  in  the  5  per  cent  redemption  fund  in 
Washington.  Thanks  to  the  emergency  notes,  the  banks 
maintained  payments  without  restrictions  in  their  dealings 
both  with  the  public  and  between  themselves.  It  should 
also  be  noted  that  the  banks  did  not,  as  in  all  former  crises, 
attempt  to  strengthen  themselves  by  loan  contraction.  Be- 
tween June  30  and  September  12  loans  and  other  investments 
increased  $307,000,000  or  slightly  more  than  four  per  cent, 
—  a  most  satisfactory  showing.  It  is  a  safe  conclusion  that, 
if  similar  notes  had  been  available  in  former  crises,  the  results 
would  have  been  equally  satisfactory.  The  dislocation  of 
the  domestic  exchanges,  the  premiiun  on  currency,  and  the 
partial  break-down  of  the  check  machinery  of  the  country 
would  have  been  avoided. 

In  thus  relieving  the  banks  from  the  necessity  of  using 
reserve  money  to  meet  domestic  requirements,  the  issue  of 
emergency  notes  placed  the  banks  in  a  better  position  to  meet 
the  heavy  foreign  indebtedness  already  due  on  the  first  of 
August  or  maturing  thereafter.  The  banks,  however, 
exhibited  no  more  readiness  to  allow  their  reserves  to  be  used 
in  meeting  foreign  payments  than  on  former  occasions  when 
the  withdrawals  were  for  domestic  purposes.  From  the 
beginning  of  August  to  the  present  time  (October  27)  gold 
payments  were  restricted.     Quotations  for  demand  sterling 
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were  seldom  below  $4.95,  indicating  a  preniium  on  gold  of 
frcnn  one  to  two  per  cent.  The  course  of  our  banks  during 
former  crises  strongly  suggests  that  the  unwillingness  of  the 
banks  to  supply  the  gold  necessary  to  restore  foreign  ex- 
change to  a  normal  level  was  not  because  gold  rather  than 
other  reserve  money  would  have  been  withdrawn.  Whenever 
reserves  have  dropped  very  much  below  legal  requirements, 
our  banks  have  always  restricted  payments,  if  finisher  with- 
drawals were  threatened  upon  a  large  scale.  In  the  past  the 
demand  has  come  from  the  western  and  southern  banks.  On 
this  occasion  it  happened  to  be  for  the  purpose  of  meeting 
foreign  payments.  We  have  here  simply  another  instance  of 
the  uselessness,  under  the  system  soon  fortunately  to  be 
changed,  of  the  reserves  of  our  banks  when  occasion  for  their 
use  presents  itself. 

How  much  gold  would  have  been  taken  for  export  if  pay- 
ments had  been  maintained  cannot  be  determined.  Esti- 
mates of  the  amount  of  indebtedness  which  became  due  offer 
no  indication  of  the  amoimt  of  gold  which  would  have  been 
required.  Nearly  all  of  the  gold  which  might  have  been 
exported  would  have  gone  to  London  and  by  creating  easier 
conditions  in  that  market  the  possibility  of  securing  new  loans 
to  take  the  place  of  maturing  obligations  would  have  been 
greatly  enhanced.  Moreover,  foreign  short-time  loans  to 
this  market  would  doubtless  have  become  more  attractive,  if 
we  had  shown  a  determination  to  continue  cash  payments, 
even  in  the  midst  of  imiversal  financial  commotion. 

Had  the  Federal  Reserve  banks  been  in  full  operation  for  a 
number  of  years,  it  is  to  be  presumed  that  gold  would  have 
been  furnished  to  satisfy  all  foreign  requirements.  It  is 
probably  fortunate,  however,  that  the  new  banks  did  not 
begin  business,  as  was  originally  expected,  in  June  or  July. 
While  they  might  have  been  helpful,  it  is  unlikely  that  they 
would  have  been  able  fully  to  maintain  the  normal  course  of 
hftfilring  op^^tions.  Partial  failure  to  do  so  might  have  les- 
sened confidence  in  the  new  system,  and  such  confidence,  it 
hardly  need  be  said,  is  absolutely  indispensable  if  it  is  to 
perfonn  the  functions  for  which  it  has  been  designed.     The 
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fact  that  the  system  was  not  in  operation  at  this  time  of  crisis, 
sometimes  declared  unfortunate,  was  in  reality  a  piece  of  good 
fortune. 

The  abnormal  financial  conditions  abroad  and  the  conse- 
quent extraordinary  pressure  for  remittances  from  this  coun- 
try led  to  abnormal  conditions  in  foreign  exchange;  nor  can 
it  be  said  how  soon  normal  conditions  will  be  restored.  By 
means  of  a  syndicate  in  which  all  the  banks  and  trust  com- 
panies of  New  York  participated,  arrangements  were  made 
in  September  to  meet  the  largest  single  requirement  for  means 
of  pa3nnent  in  London,  —  some  80  millions  of  New  York  City 
notes  maturing  at  various  dates  between  September  and 
January.  A  gold  pool  of  100  million  dollars,  to  which  banks 
in  the  central  reserve  and  reserve  cities  have  subscribed  in 
proportion  to  their  present  gold  holdings,  is  now  furnishing  a 
certain  amount  of  exchange  against  shipments  of  gold  to 
Ottawa,  where  the  Bank  of  England  has  opened  a  depository. 
These  arrangements  at  first  only  served  to  steady  the  rate 
of  exchange  in  the  vicinity  of  $4.96,  but  in  conjimction  with 
increasing  merchandise  exports  and  pronounced  monetary 
ease  in  London  they  contributed  to  at  least  a  temporary 
return  to  a  normal  exchange  level  in  the  last  week  of 
October.  Should  the  present  condition  of  monetary  ease  in 
London  continue,  it  will  doubtless  be  found  possible  to  secure 
short-time  credits  there  to  take  the  place  of  a  considerable 
amoimt  of  maturing  obligations,  in  particular  the  numerous 
short-term  railroad  notes  which  are  largely  held  in  that 
market.  It  is  interesting  to  note  in  this  connection  that 
London  has  already  resumed  to  some  extent  the  business  of 
financing  American  foreign  trade,  both  exports  and  imports. 
If,  however,  the  course  of  events  should  bring  on  a  long 
period  of  financial  stringency  in  London,  permanent  normal 
exchange  relations  may  be  indefinitely  postponed.  A  country 
which  is  heavily  indebted  to  Europe  is  a  passive  agent  in  the 
present  juncture  and  cannot  control  the  forces  which  are 
disturbing  its  financial  structure. 

O.  M.  W.  Sprague. 
Harvabd  Untversity. 
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STATE  GUARANTY  OF  BANK  DEPOSITS  IN 
NEBRASKA 

One  of  the  amendments  to  the  Currency  Bill,  proposed  by 
the  Owen  Committee  in  the  Senate,  provided  for  the  setting 
aside  of  one-foiirth  of  the  earnings  above  six  per  cent  of  the 
Federal  Reserve  banks,  for  the  purpose  of  pa3dng  the  deposi- 
tors of  failed  national  banks.  In  debating  this  plan,  its  advo- 
cates, especially  Senators  Hitchcock,  Bristow  and  Reed,  cited 
freely  the  state  guaranty  systems  of  Oklahoma,  Nebraska, 
Kansas  and  Texas,  asserting  that  these  had  proved  entirely 
satisfactory  and  drawing  the  inference  that  national  bank 
guaranty  would  be  equally  practicable. 

After  the  Currency  Act  was  passed,  without  the  guaranty 
clause,  the  three  Senators  referred  to  were  appointed  as  a 
Subcommittee  on  the  Guaranty  of  Bank  Deposits,  in  order 
that  they  might  continue  their  efforts  for  the  protection  of 
national  bank  depositors.  Senator  Hitchcock,  as  chairman 
of  this  subcommittee,  presented  on  June  23  last  a  History  of 
Guaranty  of  Bank  Deposits^  by  George  H.  Shibley,  in  which, 
after  reviewing  statements  by  the  bank  commissioners  of  the 
states  having  the  guaranty,  quoting  their  various  statutes, 
and  drawing  liberally  from  the  articles  by  Mr.  Thornton 
Cooke  in  this  Journal,*  Mr.  Shibley  drew  the  rather  un- 
equivocal conclusion  that  ''  the  guaranty  of  bank  deposits 
has  now  become  a  demonstrated  success,  taken  as  a  whole." 

Considering  that  the  state  systems  have  been  legally  in 
effect  only  three  years  and  a  half;  that  the  Oklahoma  fund 
in  that  time  ran  $375,000  behind  its  assessments,  tho  the 
latter  averaged  four-fifths  of  one  per  cent  a  year  of  the  total 
deposits;  and  that  in  the  other  three  states,  crops  and  finan- 
cial conditions  have  been  so  favorable  that  only  about  a  half- 
dozen  small  failures  have  occurred  in  all,  it  would  seem  that 
the  champions  of  national  bank  guaranty  are  using  the  argu- 

1  See  voL  zxhr,  "  The  Inmiranoe  of  Bank  Deponte  in  the  Weet,"  and  vol.  zzviii, 
"  Four  Yean  Moro  of  Depont  Guaranty." 
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ment  from  example  almost  before  the  example  exists.  The 
experience  of  the  states  which  are  trying  the  guaranty 
system  will  certainly  be  of  the  greatest  worth  in  demon- 
strating which  method,  or  combination  of  methods  —  for 
the  various  systems  diflfer  considerably  in  detail  —  will  be  the 
fittest  to  survive;  but  the  term  "  survivor  "  can  hardly  be 
applied  to  any  of  them  until  they  have  met  the  tests  of  short 
crop  years,  industrial  depressions,  and  serious  financial 
crises. 

The  course  of  guaranty  in  Nebraska,  where  agitation  for  it 
was  begun  long  before  the  issue  came  into  national  promi- 
nence, shows  what  may  be  expected  of  such  a  system  while 
it  is  new,  working  under  favorable  conditions.  A  brief 
sketch  will  here  be  given  of  the  conditions  which  led  to  the 
law  of  1909,  as  well  as  its  effects,  so  far  as  they  are  apparent, 
and  of  the  details  of  the  method  by  which  depositors  are 
paid. 

Banking  in  Nebraska,  from  territorial  tunes  in  the  '50's 
up  to  the  first  state  supervision  in  1886,  was  a  good  deal  of 
the  kind  called  "  wild-cat,"  yet  failures  were  not  so  very 
numerous.  In  the  ''  hard  time  "  years  of  1892  to  1896, 
however,  came  short  crops  and  a  nation-wide  financial  depres- 
sion; and  this  produced  a  contraction  of  credits  which  swept 
101  of  the  650  state  and  national  banks  into  insolvency. 
The  claims  against  these  institutions  aggregated  over 
$5,000,000,  on  which  it  is  estimated  about  $2,000,000  were 
finally  paid.  The  total  deposits  fell  off  from  $49,000,000  to 
$27,000,000  in  that  six-year  period. 

It  was  the  bitter  experience  in  these  years  which  led  to  the 
first  agitation  in  the  state  for  the  guaranty  of  deposits.  It 
is  said  that  the  president  of  the  largest  faUed  bank  was  the 
first  man  to  suggest  it,  writing  a  letter  to  the  newspapers 
outlining  a  plan,  from  the  jail  where  he  was  awaiting  trial  for 
wrecking  his  bank.  Secretary  W.  J.  Bryan,  then  Congress- 
man from  the  First  District,  introduced  a  bill  for  national 
bank  guaranty  into  Congress  in  1893.  Guaranty  bills  were 
brought  up  in  the  Nebraska  legislatures  of  1897,  1899,  1905 
and  1907,  all  of  them  crude  and  unscientific  measures,  with 
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no  limit  to  the  amount  a  bank  might  be  assessed  within  one 
year.  They  were  ail  opposed,  of  course,  by  the  bankers, 
who  saw  from  the  record  of  '91  to  '96  what  an  unlimited 
guaranty  might  cost  them  if  a  repetition  of  those  hard  times 
should  occur. 

The  panic  of  1907,  however,  and  the  adoption  of  the 
Oklahoma  law  which  followed,  added  so  much  impetus  to  the 
movement  that,  altho  no  banks  had  failed  in  Nebraska  on 
account  of  the  panic,  Mr.  Bryan  and  the  Democratic  state 
leaders  in  1908  were  able  to  arouse  enthusiasm  over  the 
guaranty  plank  in  their  platform.  It  is  difficult  to  say  what 
the  result  of  the  election  would  have  been  if  the  issue  between 
Democrats  and  Republicans  had  been  really  on  that  plank. 
Probably  the  chief  reason  why  a  Democratic  majority  was 
sent  to  the  l^slature  that  year  was  the  personal  strength  of 
Mr.  Bryan  at  the  head  of  the  ticket.  He  lent  his  support  to 
the  measiu*e  after  election,  as  did  also  the  governor,  and  the 
party  redeemed  its  pledge  by  enacting  it  into  law.  The  law 
was  enjoined  from  operation  by  the  Federal  Court  until 
January,  1911,  when  the  Supreme  Court  of  the  United  States 
upheld  its  constitutionality  in  common  with  the  guaranty 
laws  of  Oklah<Hna  and  Kansas.  Its  general  provisions,  as 
slightly  amended  by  the  legislatiu*e  of  1911,  are  as  follows. 

The  Depositors'  Guaranty  Fund  of  Nebraska  is  to  accu- 
mulate up  to  one  and  one-half  per  cent  of  the  average  daily 
deposits  for  the  whole  state,  at  the  rate  of  one-half  of  one 
per  cent  for  each  of  the  first  two  years,  then  one-tenth  of  one 
per  cent  until  the  limit  is  reached,  at  which  time  assessments 
are  to  stop.  No  money  is  actually  paid  out  by  any  bank 
except  its  proportionate  share  of  losses  arising  from  failures; 
the  assessments  are  simply  charged  off  from  its  profits  and 
entered  to  the  credit  of  the  Depositors'  Guaranty  Fund, 
which  can  be  drawn  upon  by  the  State  Banking  Board.  In 
case  the  fund  becomes  exhausted,  emergency  assessments 
may  be  made  by  the  Board  up  to  one  per  cent  in  any  one  year. 
Depositors  in  a  failed  bank  are  to  be  paid  out  of  the  fund  as 
soon  as  the  district  court  in  charge  of  the  receivership  deter- 
mines, from  the  claims  filed,  the  amount  of  cash  necessary,  in 
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addition  to  that  on  hand  in  the  bank  itself.  The  fund  is  then 
reimbursed,  so  far  as  possible,  by  the  sale  of  the  failed  institu- 
tion's assets. 

The  effects  of  the  law  from  1909  to  the  beginning  of  1914 
were  based  chiefly  on  bankers'  and  depositors'  guesses  as  to 
what  the  final  results  would  be.  During  the  first  year 
bankers  seemed,  on  the  whole,  to  consider  the  business- 
getting  qualities  of  the  guaranty  more  than  worth  the  pre- 
miums involved,  for  fifty-five  new  state  banks  were  chartered, 
and  only  five  former  state  banks  became  national  to  escape 
the  law.  Depositors  were  not  much  affected,  one  way  or  the 
other,  for  the  deposits  in  both  classes  of  banks,  which  had 
been  exceptionally  low  in  1908  on  account  of  the  panic  the 
year  before,  increased  greatly  in  1909,  with  little  advantage 
to  either.^  In  1910,  while  the  constitutionality  of  the  law 
was  still  in  doubt,  the  number  and  deposits  of  national  banks 
grew  considerably;  28  new  state  banks  were  chartered,  but 
8  of  the  old  ones  nationalized,  and  their  a^;regate  deposits  fell 
off  over  a  million  dollars.  The  law  was  upheld  by  the 
Supreme  Court  in  January,  1911,  and  that  year  24  state 
banks  were  chartered,  11  nationalized,  and  the  national 
banks  gained  a  million  more  deposits  than  the  state.  A 
number  of  state  banks  had  also  gone  out  of  business  by  other 
processes  than  nationalizing,  so  that  at  the  close  of  1911  the 
state  banks,  as  compared  with  their  position  two  years 
before,  were  ahead  in  number  only  7,  in  a^;regate  capital 

^  Items  from  statements  of  state  and  national  bukks  at  the  end  of  yean  mentioned 
(taken  from  reports  of  the  Secretaiy  of  the  State  Banking  Board) : 


Statb  ^anks 

At  End  of 

Individual 

Year 

Number  of 

Capital 

Loans 

Depoeito 

1908 

628 

$10.9 

$56.7 

$65.4 

1909 

662 

12.0 

66.0 

71.7 

1910 

666 

12.5 

67.9 

70.4 

1911 

669 

12.8 

67.6 

72^ 

1912 

694 

13.8 

78.2 

80.7 

1913 

714 

14.4 

84.9 

89.8 

National  Banks 

1908 

214 

$13.5 

$75.9 

$73.0 

1909 

220 

14.4 

89.8 

83.8 

1910 

238 

16.4 

92.1 

86.4 

1911 

247 

16^ 

96.0 

89.0 

1912 

243 

16.2 

103.6 

93.4 

1913 

241 

16.27 

102.9 

94.6 

The  figures  for  oapital,  loans,  deposits  signify  millions  of  dollars,  e.g.,  $10.9  « 
$10,900,000. 
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only  S800,000|  and  in  deposits  1500,000;  while  their  national 
competitors  had  added  27  banks,  nearly  $2,000,000  capital, 
and  more  than  $5,000,000  of  individual  deposits. 

In  1912, 1913,  and  the  first  half  of  1914,  however,  the  drift 
was  steady  and  rapid  in  favor  of  the  state  banks,  indicating 
that  these  were  becoming  more  popular  with  depositors,  and 
that  bankers  were  finding  this  system  a  little  more  advan- 
tageous than  the  other.  The  number  of  state  banks  increased 
about  70  in  that  period,  while  the  total  number  of  nationals 
fell  oflE  17.  Between  January,  1911,  when  the  guaranty  law 
went  into  effect,  and  the  middle  of  1914,  the  individual 
deposits  of  state  banks  increased  about  19  millions,  or  27 
per  cent;  as  compared  with  a  7  million  gain  for  the  nationals, 
which  is  about  8  per  cent. 

The  almost  equal  confidence  in  which  both  classes  of  banks 
were  held,  during  this  period,  by  the  people,  was  due  in  a 
large  measure  to  the  fact  that  no  failures  whatever  had  taken 
place  within  the  state  for  six  years.  In  the  past  ten  years 
there  had  been  but  three  small  state  bank  crashes,  which  did 
not  attract  much  attention,  and  no  national  bank  had  be- 
come insolvent  in  fifteen  years.  During  the  first  half  of 
1914,  however,  the  movement  of  business  toward  state  banks 
was  greatly  accelerated  by  two  circumstances:  the  first 
case  of  immediate  payment  of  depositors  in  a  faUed  state 
bank  presented  a  striking  contrast  to  the  delay  and  uncer- 
tainty of  two  national  liquidations,  one  of  the  latter  in  the 
same  town;  and  the  Federal  Reserve  Act  was  passed,  con- 
taining provisions  so  distasteful  to  several  Nebraska  nationals 
that  they  converted  into  state  banks. 

The  first  National  Bank  of  Sutton,  with  about  $180,000 
deposits,  was  the  first  to  fail,  in  November,  1913.  Two 
months  later  the  First  National  of  Superior  was  closed,  having 
over  $300,000  deposits.  The  former  seems  to  have  suffered 
from  the  criminal  actions  of  some  of  its  officers,  the  latter 
from  a  policy  of  injudicious  extension  of  credit.  The  First 
State  Savings  Bank  of  Superior,  under  practically  the  same 
ownership  as  the  national,  was  able  to  survive  the  shock  only 
three  months,  and  was  taken  charge  of  by  the  State  Banking 
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Board  on  March  9,  1914.  Its  deposits  amounted  then  to 
about  $122,000. 

When  the  state  banks  heard  of  this  latter  failure,  they 
grasped  its  advertising  value  to  themselves,  and  instead  of 
being  reluctant  to  contribute  their  share  of  what  would  be 
required  from  the  guaranty  fund,  many  of  them  wrote  to  the 
Secretary's  office  urging  that  the  depositors  be  paid  in  full  as 
soon  as  possible  from  the  guaranty  fund,  so  that  they  could 
point  with  pride  to  this  example  of  how  the  state  banks' 
customers  were  protected  from  loss.  But  there  was  no  way 
by  which  the  Banking  Department  could  hasten  matters. 
The  law  requires  that  at  least  three  weeks  be  allowed  for  the 
filing  of  claims,  and  that  an  order  of  court  be  seciu*ed  before 
the  fund  is  drawn  upon;  so  depositors  cannot,  ordinarily,  ex- 
pect to  get  their  money  within  six  weeks  to  two  months. 

In  this  case,  however,  a  development  occurred  by  which  the 
depositors  of  the  Superior  state  bank  were  paid  as  fast  as 
they  presented  their  claims,  without  even  a  day's  delay. 
During  the  interval  between  the  two  failures,  the  other 
national  in  Superior  converted  into  a  state  bank.  When  the 
receiver  of  the  insolvent  bank  took  charge  and  it  was  found 
that  no  cash  could  be  had  from  the  guaranty  fund  for  a  month 
or  so,  this  newly  reorganized  State  Bank  of  Superior  offered 
to  supply  whatever  cash  was  needed,  in  addition  to  the  $23,- 
000  that  was  on  hand  when  the  savings  bank  closed,  to  pay  all 
depositors  who  needed  their  money.  Their  claims  were 
assigned  to  the  new  state  bank,  so  that  it  could  collect  them  in 
the  regular  way  from  the  receiver  as  soon  as  the  money  from 
the  fund  was  sent  to  him.  This  was  of  course  a  considerable 
accommodation,  and  the  result  was  that  the  enterprising 
institution  secured  the  larger  portion  of  the  business  which 
had  formerly  gone  to  the  savings  bank.  People  from  neigh- 
boring towns  were  a  little  anxious,  but  the  patrons  living  in 
the  vicinity  of  Superior  made  very  little  effort  to  draw  out 
their  money.  Many  of  them  had  not  presented  their  claioLS 
more  than  two  months  after  the  closing. 

The  likelihood  of  other  banks  accepting  the  claims  without 
discount,  because  of  the  certainty  of  their  being  paid  out  of 
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the  fund,  was  apparently  not  anticipated  by  the  early  advo- 
cates of  the  plan;  but  so  strong  is  the  inducement  to  people 
to  leave  their  money  on  deposit  with  the  bank  which  accepts 
their  claims,  that  a  similar  action  may  probably  be  looked  for 
in  the  future.  If  the  practice  does  become  general,  the  dis- 
turbance by  failures  to  local  business  will  be  greatly  lessened, 
which  will  be  no  small  achievement  for  the  guaranty  S3rstem. 

As  soon  as  the  receiver  found  that  a  trifle  over  $54,500 
would  be  required,  in  addition  to  what  cash  there  was  on 
hand  in  the  bank,  he  called  on  the  State  Banking  Board  for 
this  amount  out  of  the  guaranty  fund.  The  Board  had  his 
report  approved  by  the  District  Court  in  charge  of  the 
receivership,  and  then  proceeded  to  draw  upon  every  state 
bank  in  Nebraska  for  its  proportionate  share  of  the  sum 
needed,  which  was  .06241  of  its  credit  to  the  guaranty  fund. 
The  accountant  in  the  Secretary's  ofiSice  was  overwhelmed 
with  ail  these  decimal  calculations,  until  he  finally  dis- 
covered a  machine  with  which  he  could  grind  out  the  assess- 
ments by  turning  a  crank.  The  seven  hundred-odd  drafts 
were  sent,  about  fifty  days  after  the  failure,  to  the  receiver,, 
who  turned  them  over  to  the  State  Bank  of  Superior  in  return 
for  the  claims  of  like  amount  which  it  had  bought  up.  It  is 
expected  that  the  sale  of  assets  and  assessment  on  stock- 
holders will  be  sufficient  finally  to  reimburse  the  fund. 

In  contrast  to  this  tranquil  experience  for  depositors  in  the 
state  savings  bank,  is  the  misfortune  of  depositors  in  the 
First  National  of  Superior,  and  of  the  national  at  Sutton. 
The  latter  bank  has  paid  a  dividend  of  ten  per  cent,  the 
Superior  national  has  so  far  (July  23}  paid  nothing.  Con- 
sequently their  creditors  are  stiU  waiting  for  returns  on  some 
$360,000  which  they  had  delivered  over  to  these  banks  in 
hard  cash,  and  they  may  count  themselves  very  fortunate 
if  they  get  seventy-five  per  cent  of  it  after  several  long  years 
of  waiting.  It  is  easy  to  believe  the  following  statement  by 
one  of  the  officers  of  the  State  Bank  of  Superior,  the  reor- 
ganized national: 

"  The  feeling  down  here  is  all  state  bank  now,  and  the  last  national 
in  the  county  changed  over  to  a  state  bank  last  week.  ...     It 
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does  n't  make  so  much  difference  in  the  city,  where  you  deal  entirely 
with  business  men,  but  where  your  dealings  are  mostly  with  fanners, 
it 's  another  proposition.  There  was  n't  a  bank  in  the  state  that 
had  the  confidence  of  the  people  that  the  ilret  National  of  Superior 
had.  This  confidence  has  been  shattered,  and  now  the  cry  is 
'  Money  guaranteed '  or  nothing."  > 

Several  other  banks  in  that  section  of  the  state  thought 
best  to  make  the  same  concession  to  the  preferences  of  thdr 
patrons  as  did  those  of  the  above  (Nuckolls)  county.  The 
City  National  of  Holdrege,  a  fairly  large  country  bank  in  a 
town  at  some  distance  from  Superior,  changed  to  a  state 
charter,  and  sent  out  an  advertising  circular  saying: 

"  This  step  has  been  taken  in  response  to  an  increasing  demand  on 
the  part  of  patrons  of  Nebraska  banks  for  protection  under  the 
provisions  of  the  guaranty  law.  This  security  cannot  be  furnished 
by  a  national  bank,  the  guaranty  feature  having  been  purposdy 
omitted  in  the  new  currency  law."  * 

Fourteen  nationals,  in  all,  have  converted  into  state  banks 
since  the  first  failure,  last  November.  Some  give  as  a  reason 
their  dissatisfaction  with  the  new  Federal  Reserve  Bank  law, 
so  that  the  effect  of  the  guaranty  £ystem  in  this  movement  is 
obscured;  yet  there  is  littie  doubt  that  its  influence  is  the 
stronger  of  the  two. 

That  the  new  deposits  coming  to  the  state  banks  are  in  the 
nature  of  savings  rather  than  commercial  deposits  is  shown 
by  the  fact  that  ahnost  $11,000,000  of  their  $19,000,000  gain, 
in  three  and  a  half  years,  is  in  time  certificates  of  deposit,* 
while  the  total  number  of  depositors  increased  nearly  75,000. 
It  is  probable  that  much  of  the  money  now  invested  in  state 
bank  certificates  of  deposit  at  about  four  per  cent  has  been 
brought  out  of  hoarding,  as  was  predicted  by  the  early  advo- 
cates of  the  guaranty  system  and  claimed  among  its  chief 


t  Letter  to  the  writer,  dated  May  26, 

1914. 

«  Omaha  Worid-Herald. 

• 

Tiine  Certifioates 

Number  of 

Year 
1909 

-as-* 

Total  Depoaits 

DepoeitorB 

1910 

26.4 

%4 

280,067 

1911 

27.2 

72.2 

1912 

82.9 

80.7 

266,609 

1913 

87.2 

89.3 

296.606 

The  figures  for  deponta  ocnify  miUioxis  of  dollars;  e.  g.,  $24.8  -  $24,800,000. 
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advantages.  The  national  bankers,  however,  consider  this 
large  proportion  of  time  deposits  a  menace,  for  they  say  that 
such  depositors  are  the  most  timorous  of  all,  and  are  likely  to 
want  their  money  at  the  first  talk  of  danger. 

In  opposition  to  the  state  bankers'  argument  that  the 
guaranty  will  produce  such  a  feeling  of  security  among  the 
depositors  that  nms  on  guaranteed  banks  will  not  occur, 
the  national  bankers  contend  that  in  Nebraska,  where  no 
bank  ever  f aUed  on  account  of  a  run,  there  is  no  real  danger 
in  this  direction.  Sooner  or  later,  they  say,  a  series  of 
failures  among  all  banks  will  come,  the  fund  will  be  exhausted, 
and  the  state  banks  will  be  worse  discredited  in  the  public 
eye  than  if  no  attempt  had  been  made  to  secure  their  deposits. 
The  fund  is  ahready  large  enough  to  take  care  of  the  failures 
of  normal  times,  —  S870,000,  a  little  less  than  one  per  cent 
of  the  deposits.  But  the  limit  of  one  and  one-half  per  cent 
is  probably  too  low;  two  or  three  failures  at  the  same  time 
among  the  larger  institutions  would  sweep  the  whole  away. 
Then,  if  failures  come  one  on  the  heels  of  another,  as  they  do 
in  a  crisis,  the  fimd  must  be  bolstered  up  by  special  assess- 
ments that  can  be  met  only  with  tha  greatest  difficulty  by  the 
sound  banks,  ab*eady  having  a  strenuous  struggle  to  meet 
their  other  obligations.  If  the  one  per  cent  beyond  which 
assessments  cannot  be  levied  is  not  sufficient,  some  hastily 
devised  system  of  deferred  payment  will  be  adopted.  But 
meanwhile  the  frightened  time  depositors  will  have  been 
drawing  out  their  money;  and  between  such  withdrawals 
and  the  burdensome  special  assessments,  the  state  bank 
system  will  be  shaken  through  and  through. 

Both  these  sources  of  danger,  the  probable  strain  on  the 
resources  of  many  solvent  banks,  and  the  chance  of  a  dis- 
creditable failure  of  the  guaranty  to  meet  depositors'  expecta- 
tions, could  be  removed  by  the  establishment  of  a  larger 
limit  to  the  fund,  and  by  specific  provision  for  ultimate 
payment  (after  as  much  as  possible  had  been  paid  from  assets 
of  the  bank  and  assessment  on  stockholders)  ^  in  the  form  of 

>  Mi.  Cooke  makes  both  theee  recommendetione  (see  this  JounuU,  vol.  zzyiii, 
p.  104) ,  Bvyiac  that  the  f  aflure  of  the  Oklahoma  plan  was  due  to  the  immediate  payment 
proririon  as  much  as  to  any  one  cause. 
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interest-bearing  warrants  against  the  guaranty  fund.      In 
this  way  the  assessments  would  be  continued  at  the  same  rate 
in  good  times  and  bad,  building  up  a  large  surplus  before  the 
crisis  and  gradually  paying  off  the  bonded  indebtedness  of 
the  fimd  afterwards.     If  the  state  banks  of  Nebraska  had 
been  compelled  to  guarantee  each  other's  losses  from  1892  to 
1896  by  special  assessments,  these  would  have  averaged  one 
and  one-half  per  cent  of  their  deposits  each  year;  but  in  the 
twenty  years  from  1892  to  1912  the  losses  averaged  but  two- 
tenths  of  one  per  cent  of  the  total  deposits.^     Experience  in 
the  futiu*e  will  doubtless  show  that  a  successful  guaranty 
system  must  devise  means  of  creating  its  reserve  by  main- 
taining payments  through  the  prosperous  years,  when  it  is 
easiest  for  the  banks  to  pay,  rather  than  by  depending  on 
special  assessments  to  provide  the  money  when  it  is  needed. 
As  to  the  policy  of  leaving  on  deposit  with  the  banks  the 
full  amount  of  their  assessments,  which  Mr.  Cooke  r^ards 
as  unwise,*  the  only  alternative  would  be  to  collect  the  money 
and  then  re-deposit  it.     To  minimize  the  risk,  the  board 
would  undoubtedly  divide  it  among  several  banks,  so  per- 
haps the  safest  way  would  be  to  distribute  it  all  over  the  state. 
That  is  precisely  what  the  present  system  amounts  to.     The 
f imd  can  hardly  be  invested  in  mortgages  or  bonds,  so  long  as 
we  have  the  system  of  immediate  payment,  because  it  is  of 
prime  importance  that  the  money  be  constantly  available  for 
immediate  use.      If  the  plan  of  ultimate  payment  were 
adopted,  as  in  Kansas,  our  Board  might  invest  the  assess- 
ments in  gilt-edged  bonds,  which  it  could  sell  in  time  to  meet 
demand  on  the  fund.      The  bankers,  however,  have  been 
skeptical  as  to  the  safety  of  a  large  amount  of  money  admin- 
istered by  the  "  politicians  in  the  state  house,"  because  of  the 
defalcations  of  several  state  officials  in  the  past.     One  advan- 
tage in  the  present  method,  therefore,  is  that  it  reduces  the 
antagonism  of  the  contributors  to  the  fund. 

*  Reports,  Secretary  of  the  State  Banking  Board,  1892  to  1012. 

*  "  This  is  an  arrangement  that  might  easily  lead  to  trouble.  Insurance  premiums, 
for  that  is  what  these  aasessments  are,  should  be  paid  over  to  the  insurer,  not  held  by 
the  insured,  subject  to  all  sorts  of  claims  and  processes  il  the  insured  happens  to  think 
his  insurance  is  proving  too  expensive."  —  In  this  Journal,  vol.  sdv,  p.  356. 


Digitized  by  LjOOQ IC 


NOTES  AND  MEMORANDA  197 

Nebraska's  experience  seems  to  confirm  the  prophecy 
which  was  made,  that  a  guaranty  system  would  compel  the 
experienced  and  Intimate  bankers  to  protect  themselves 
agunst  the  operations  of  rascals  and  incompetents  within  the 
system,  and  thus  protect  the  public.  The  united  efforts  of 
our  bankers  have  been  transferred  from  fighting  regulation 
and  guaranty,  as  was  often  done  until  1909,  to  demanding 
stringent  regulation  for  the  prevention  of  dangerous  and 
speculative  methods  of  business.  The  same  act  which 
created  the  fund  also  contained  various  provisions  designed 
to  make  banking  less  hazardous  to  the  depositor.^  The 
other  states  have  had  the  same  experience.  The  excellent 
banking  department,  to  which  Nebraska  owes  much  for  the 
high  standard  of  its  state  banks,  will  doubtless  find  its 
hands  upheld  more  and  more  by  the  bankers,  who  have  a  new 
incentive  for  helping  to  prevent  failures. 

To  conclude:  Nebraska's  experience  indicates  that  in  a 
system  of  efiSiciently  organized  banks,  under  fairly  normal 
conditions,  state  guaranty  is  feasible  and  not  unfair  to  the 
bankers.  Whether  it  will  survive  under  conditions  of  adver- 
sity, such  as  must  be  expected  sooner  or  later  to  come, 
remains  to  be  seen.  If  it  does  survive,  it  will  facilitate 
considerably  the  commerce  of  the  state  and  will  relieve  an 
important  cause  of  individual  distress. 

Z.  Clark  Dickinson. 

UNIYKRSnT  OF  NEBRASKA. 

>  For  example,  the  five  per  oent  limit  on  interest  paid  on  time  depoaite,  limit  of 
loaaa  to  tan  per  eent  of  depoeita,  criminal  penaltieB  for  failure  to  comply  with  any  part 
of  the  laer.  Seeretaisr'a  discretion  as  to  need  of  new  banks. 
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WOMEN'S  WORK  AND  WAGES  IN  THE 
UNITED  STATES 

SUMMARY 

I.  Changes  in  women's  work,  1900-1910.  Trade  and  transportation, 
203. — Manufactures ;  the  continuance  of  the  industrial  revolution,  204. — 
Domesticand  personal  service  workers,  206. — II.  Wagesof  Women  in  the 
United  States,  207. — Minimum  wage  means  a  living  wage,  208. — Various 
investigations  of  actual  wages,  209. — Effect  of  lost  time  and  seasonal 
occupation,  210.  —  III.  Causes  of  Low  Wages,  Lack  of  mobility,  212. 
— Youth,  213. — Race  and  immigration,  217. — Woman  as  a  member  of  a 
family  group,  222.  —  IV.  Minimum  wage  legislation  and  the  potential 
labor  supply,  228.  —  Possible  prolongation  of  the  working  years,  229.  — 
Probable  attraction  of  more  women  into  industry,  230.  —  Part  time 
workers  may  be  transformed  into  full  time,  230.  —  V.  Conclusion,  232.  — 
Needed  measures  of  support  for  the  minimum  wage  legislation,  234. 

I.  Changes  in  Women's  Work,  1900-1910 

Minimum  wage  legislation  became  an  established  fact 
in  nine  American  states  in  1913.  In  at  least  as  many 
other  states  there  exists  an  active  propaganda  for  similar 
enactments.  There  is,  in  consequence,  wide  interest  in 
questions  relating  to  women's  position  in  the  industrial 
field.  As  a  result  we  have  an  excellent  and  growing 
literature  dealing  with  these  questions  of  public  interest 
and  policy.  The  initial  inquiry  may  well  be :  what  is  the 
field  of  women's  work  in  the  United  States  ?  with  the  sub- 
ordinate question :  is  the  nature  of  her  work  changing  ? 
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The  census  of  1910  shows  a  total  of  7,608,000  ^  female 
wage  earners  as  compared  with  5,319,000  in  1900. 
This  is  an  increase  of  43  per  cent.  In  the  same  decade 
the  number  of  females  10  years  of  age  and  over  had 
increased  but  22  per  cent.  The  table  following  shows 
in  column  I  the  distribution  in  1900  and  in  1910  by 
percentages  of  women  workers  among  the  various 
occupational  groups;  in  column  II  the  percentages  of  all 
workers  in  the  occupational  groups  who  are  females  in 
these  two  census  years;  and  in  column  III  the  increase 
in  number  and  in  percentage  of  women  workers  in  1910 
as  compared  with  1900.  The  significance  of  the  first 
column  is  to  disclose  which  occupational  groups  are 
attracting  a  larger  and  which  a  smaller  percentage  of 
the  total  number  of  women  workers;  of  the  second 
column  to  show  in  which  occupational  group  women  are 
gaining,  and  in  which  losing  groimd,  as  compared  with 
male  workers;  and  of  the  third  to  allow  a  comparison 
of  the  increase  of  women  workers  in  the  occupational 
groups  on  a  numerical  and  a  percentage  basis. 


I 

Per  cent  of  all 
Female 

the  Group 

n 

P«r  cent  of  all 
Workers 
Female 

III 

Inereaae  of  Women 
WaseEamera 

1900 

1910 

1900 

1910 

No. 

P«r 
oent 

Domestic  and  Personal  Seiv 
vice 

39.4 

24.7 

18.4 

8.1 

9.5 

34.4* 

23.2* 

17.6* 

8.8* 

15.8* 

37.6 

18.5 

9.4 

34.2 

10.6 

16.4 
10.6* 
36.9 
15.8 

526,000 

459,000 
362,000* 
242,000 
699,000 

?I5 

Manufacturing    and    Me- 
chanical Pursuits  

Agrif*'tiltiu«  

34 
37* 

Professional  Servioe 

Trade  and  Transportation  . 

56 
139 

Total   

100.0 

99.8 

18.3 

20.1* 

2,289,000 « 

43* 

1  VoL  iv,  Ooeupation  Stiitistioa.     Thia  ia  the  oorraoted  ficure  giren  on  p.  28. 
*  Ibid.,  pp.  41  and  67.     I  hare  used  the  oorreoted  ficure  here  alao.    Figuna  affected 
are  indioated  bjr  an  aaterisk. 
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The  field  of  domestic  service  returned  a  smaller  per* 
centa^  of  the  women  workers  in  1910  than  in  1900. 
The  percentage  of  increase  shows  that  an  increase  of  a 
half  million  in  the  decade  is  about  normal  since  the 
total  number  of  women  of  working  age  increased  22 
per  cent.  The  only  marked  change  shown  here  is  in 
the  increase  in  the  percentage  of  domestic  workers  who 
are  female,  from  37.5  to  48.9.  This  clearly  indicates  a  ^ 
withdrawal  of  men  from  these  occupations.  As  a  con- 
sequence women  have  a  much  stronger  hold  on  this,  their 
traditional  occupation.  Agriculture  also  claims  fewer 
women  in  each  thousand  women  at  work  in  1910  as  com- 
pared with  1900.  In  each  1000  agriculttu-al  workers 
of  all  kinds,  however,  there  were  106  women  in  1910; 
and  but  94  in  1900.  Tho  this  increase  in  the  propor- 
tion of  women  to  men  is  considerable,  the  increase  in 
absolute  nimibers  of  women  is  not  striking,  and  the 
probability  that  closer  eniuneration  in  1910  renders  the 
comparison  incorrect  is  great.  There  is  no  indication 
that  women  are  finding  a  new  field  here.  The  gain  of 
women  in  the  professions  has  been  nearly  balanced  by 
gains  of  men.  Moreover,  the  increased  nimiber  of 
female  workers  is  nearly  all  accounted  for  by  those 
listed  as  teachers,  in  the  schools  and  of  music  and  art. 
New  departures  here  are  negligible. 

The  most  striking  change  disclosed  by  the  table  is  the 
enormous  increase  in  the  number  of  female  workers  in 
trade  and  transportation.  In  each  1000  women  wage 
earners  in  1910, 158  are  in  these  occupations.  No  more 
than  95  were  so  engaged  ten  years  earUer.  Of  each 
1000  workers  in  this  field  in  1910, 158  were  women;  but 
106,  in  1900;  and,  finally,  this  group  of  female  workers 
shows  a  gain  in  absolute  munbers  of  nearly  700,000,  or 
139  per  cent.  No  other  occupational  group  shows  so 
great  a  gain  in  numbers;  none  other  approaches  their 


Digitized  by  LjOOQ IC 


204  QUARTERLY  JOURNAL  OF  ECONOMICS 

percentage  gain.  Analysis  of  the  groiq)  in  detail 
shows  evidence  of  new  departures  in  women's  work. 
The  field  itself  is  rapidly  expanding^  as  is  indicated  by 
the  fact  that,  despite  the  enormous  increase  in  the 
niunber  of  female  workers,  in  each  thousand  workers 
there  are  but  52  more  women  than  in  1900.  Among  the 
various  occupations  listed  here,  the  saleswomen  were 
most  niunerous  in  1900.  They  show  in  1910  a  gain  of 
over  100,000  workers.  This  is  an  increase  of  67  per 
cent,  or  much  in  excess  of  the  general  rate  of  increase 
for  all  women  wage  earners.  But  in  1910  their  numbers 
ore  nearly  equalled  by  the  clerks  and  copyists,  with 
232,000  workers.  This  group  shows  a  gain  of  over  170 
per  cent.  The  stenographers  and  typewriters  have,  for 
the  first  time,  passed  the  saleswomen  in  point  of  num- 
bers. Their  total  is  263,000,  and  has  increased  over 
200  per  cent  in  the  decade.  There  were  186,000  female 
book-keepers  and  accountants  in  1910,  and  their  per- 
centage of  increase  was  150.  There  were  nearly  100,000 
telegraph  and  telephone  operators,  with  a  gain  well 
over  300  per  cent.  .  Female  retail  merchants  increased 
in  nimibers  from  34,000  to  62,000,  or  82  per  cent. 
Obviously  the  conclusion  to  be  drawn  is,  that  the  de- 
velopment of  large-scale  business  has  furnished  a  field 
adapted  to  women's  abilities.  This  field  they  are 
entering  in  numbers  exceeding  those  of  men.  If*  there 
is  any  radical  change  in  the  nature  of  women's  employ- 
ment, it  is  in  this  field.  It  may  be  noted  in  passing  that 
the  change  is  welcome;  in  addition  to  the  desirable 
enlargement  of  women's  field  of  employment,  the 
occupations  most  rapidly  expanding  call  for  education 
and  special  training  and  so  rank  with  the  better  paid 
fields  of  women's  employment. 

Examination  of  the  retiuns  for  women  at  work  in 
manufactures  in  1900  and  1910  discloses  evidence  of  the 
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steady  advance  of  the  industrial  revolution.  The 
statistics  indicate  that  women  are  not  gaining  ground 
in  this  field.  The  percentage  of  increase  is  lower  than 
in  any  other  occupational  group,  except  that  of  do- 
mestic service.  Yet  readjustments  of  far-reaching 
importance  are  being  carried  out  here.  Preparing  food, 
fashioning  garments,  serving  meals,  laundrying  clothes, 
together  with  a  thousand  and  one  related  and  subsidiary 
operations,  these  are  steadily  being  transferred  from  the 
homes  to  the  factories,  restatu*ants  and  laundries. 
Significant  examples  of  such  change  are  not  far  to  seek. 
It  is  stated  that  Wisconsin  does  50  per  cent  of  the  can- 
ning of  peas  in  the  United  States.  Of  the  75  factories 
in  the  state,  but  four  were  established  before  1900;  21 
have  been  built  since  1908.^  The  average  number  of 
women  wage  earners  engaged  in  candy  factories  was 
about  14,000  in  1899;  26,000  in  1909.  There  were 
10,000  aiding  in  preparing  bread  and  bakery  products  in 
1899;  nearly  17,000  in  1909.«  In  the  textiles,  while  the 
number  of  women  employed  in  the  long  established 
cotton  industry  increased  but  20  per  cent,  the  number 
employed  in  hosiery  and  knitting  mills  doubled.  The 
combined  occupations  of  dressmakers,  milliners,  and 
seamstresses  made  a  gain  in  the  decade  of  but  10  per 
cent.  In  comparison  may  be  placed  a  gain  of  78,000 
women  workers,  43  per  cent,  in  the  combined  industries 
of  men's  and  women's  clothing  and  men's  furnishings. 
The  number  of  women  employed  in  producing  shirts, 
collars  and  cuflfs  increased  58  per  cent  in  the  decade; 
g^ove  makers,  87  per  cent. 

There  is  evidence  of  this  transf erral  of  work  from  the 
home  in  other  fields   than  manufacturing.      Among 

1  BoUetin  InduBtrial  Commiadon  of  Wiooonaan,  October,  1913,  p.  3. 

*  CenBiu  figuTM  which  follow  ore  drawn  from  vol.  viii,  CensuB  of  Manufaoture, 
and  ToL  iv,  Oooupadon  Statistics. 
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domestic  workers,  laundresses  numbered  335,000  in 
1900,  of  whom  325,700  were  handworkers;  less  than 
10,000  were  employed  in  steam  laundries.  In  1910 
this  occupation  included  697,000  women,  of  whom 
520,000  were  hand  workers,  and  76,000  steam  laimdry 
operators.  The  increase  of  factory  workers  was  over 
600  per  cent;  that  of  home  workers  less  than  60  per 
cent.  Again,  of  servants  and  waiters  combined,  there 
were  1,284,800  in  1900,  of  whom  1,242,000  were  ser- 
vants and  42,800  were  waiters.  In  1910  the  combined 
figure  was  1,496,000,  of  whom  1,309,000  were  servants, 
a  slight  increase,  and  nearly  86,000  were  waiters,  a  gain 
of  over  100  per  cent.  These  examples  and  others 
which  might  be  given  illustrate  the  continued  progress 
of  the  industrial  revolution.  Obviously  the  change 
now  taking  place  aflfects  most  largely  the  fields  tradi- 
tionally occupied  by  women.  Just  as  the  New  England 
women  followed  their  work  as  spinners  and  weavers 
from  the  rural  home  to  the  tu*ban  factory,  women  today, 
if  they  are  to  maintain  their  position  as  preparers  of 
food  and  garments,  must  leave  the  home  for  the  factory. 
Thus  work  is  being  transferred  from  family  control  to 
corporate  management.  The  home  is  less  a  workshop. 
The  family  is  no  longer  the  industrial,  tho  it  remains  the 
social  imit.  Where  this  transformation  will  stop  is  not 
yet  apparent.  The  past  decade  shows  a  rapidity  of 
change  seldom  equalled,  and  we  may  expect,  with  the 
growing  tu*banization  of  oiu*  population,  a  continuance 
of  this  rapid  movement.  It  is  to  be  noted  that  this 
brings  more  women  within  the  ken  of  the  Census.  It 
means  more  work  done  by  women  outside  the  home, 
tho  there  may  still  be  room  to  doubt  whether  it  means 
that  the  total  amount  of  work  done  by  women  is  greater. 
It  thus  means  that  increasing  importance  will  attach  to 
problems  of  women's  work  and  wages. 


Digitized  by  LjOOQ IC 


WOMEN'S  WORK  AND  WAGES  207 


II.  Women's  Wages 

It  is  to  the  women  workers  in  the  rapidly  expanding 
field  in  trade  and  transportation,  the  shifting  field  in 
manufacturing,  and  to  certain  groups  in  the  domestic 
field,  as  waiters  and  laimdry  workers,  that  investigation 
and  discussion  of  minimum  wage  laws  have  principally 
related.  It  should  be  emphasized  at  the  outset  that 
the  term  minimum  wage  is,  in  a  sense,  a  misnomer, 
since  otu*  legislation  has  defined  a  reasonable  living  wage 
rather  than  the  bare  minimum  necessary  to  eke  out  a 
comfortless  existence.  Of  the  eight  states,  excluding 
Utah's  flat  rate,  defining  the  measure  of  a  minimum 
wage,  all  are  practically  in  line  with  California's  statute, 
which  declares  that  it  should  be  ''  not  less  than  a  wage 
adequate  to  supply  to  such  women  and  minors  the 
necessary  cost  of  proper  living  and  to  maintain  their 
health  and  welfare."  *  And  so  far  as  the  phraseology  of 
the  statutes  has  found  practical  appUcation  in  the  acts 
of  wage  boards  and  commissions  there  is  clear  evidence 
of  an  intent  to  carry  out  such  a  liberal  interpretation. 
These  early  wage  determinations,  under  the  statutes, 
and  the  results  of  various  investigations,  agree  that  such 
living  wages  under  American  conditions  will  be  more 
than  $8.00  per  week.'     There  is  substantial  agree- 

1  With  this  may  be  oomiMred  the  statement  of  Sidney  Webb:  "  The  object  being 
to  seoure  the  community  asainst  the  evils  of  industrial  iMvasitism,  the  minimum  wage 
for  a  man  or  woman  respectively  ought  theoretically  to  be  determined  by  practical 
inquiry  as  to  the  cost  of  the  food,  dothing  and  shelter  phsrsiologically  necessary, 
aecoffding  to  national  habit  and  custom,  to  prevent  bodily  and  mental  deterioration. 
Such  a  minimum  would,  therefore,  be  low,  and  though  its  establishment  would  be 
welcomed  as  a  boon  by  the  unskilled  worker  in  the  unregulated  trades,  it  would  not  at 
an  eorreqiMnd  with  the  conception  of  a '  living  wage '  formed  by  the  cotton  operatives 
or  the  coal  miners."  "  The  Economic  Theory  of  a  Legal  Minimum  Wage,"  Journal 
of  Political  Economy,  1918,  pp.  99a-«M. 

*  A  detailed  statement  of  the  estimates  of  various  boards  and  commissioos  will  be 
published  by  the  present  writer  in  the  Quarterly  Publications  of  the  American  Sta- 
tirtieal  AsMciation  for  March,  1915. 
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ment  also  that  $7.00  represents  about  the  level  of  a  bare 
existence. 

If  these  figures  represent  the  level  above  which  eight 
states  are  pledged  to  hold  women's  wages  and  the  goal 
toward  which  other  states  with  active  Tninimum  wage 
propaganda  are  striving,  it  becomes  of  highest  impor*- 
tance  to  learn  what  the  actual  level  of  wages  is  and  how 
great  the  proposed  change  may  prove  to  be.  In  an- 
swering this  inquiry  we  have  abimdant,  tho  not  alwajrs 
entirely  satisfactory,  data.  The  investigation  of  the 
Btu*eau  of  Labor  covered  over  100,000  women  wage 
earners  16  years  of  age  and  over.  These  were  found  in 
the  cotton,  men's  clothing,  glass  and  silk  industries;  in 
factories  and  in  various  selected  industries.  Unfortu- 
nately only  a  small  proportion  of  the  35,000  workers  in 
stores  can  be  classified  as  to  age.  Of  these  100,000 
workers,  18.6  per  cent  received  under  $4.00  in  the 
representative  week  for  which  wage  quotations  were 
taken.  Nearly  49  per  cent  received  imder  $6.00;  and 
nearly  77  per  cent  under  $8.00.  This  leaves  but  23 
per  cent  of  these  workers  receiving  the  living  wage 
agreed  upon  by  our  minimum  wage  investigations,  and 
suggests  that  fully  50  per  cent  received  less  than  the 
amoimt  which  investigators  agree  represents  the  lowest 
subsistence  wage.  The  more  comprehensive  report  of 
the  Census  Bureau  in  1905  covered  more  than  588,000 
female  workers  over  15  years  of  age,  in  manufacture, 
and  gives  almost  identical  results:  it  shows  18.4  per 
cent  receiving  imder  $4.00  per  week;  49.8  per  cent 
under  $6.00;  and  77.9  per  cent  imder  $8.00.  The 
reports  of  the  Immigration  Commission  dealt  with 
industries  in  which  immigrant,  and  by  inference  tow 
paid,  labor  was  especially  prominent.  The  age  division 
was  put  at  18  years  and  the  wage  limits  quoted  at  $5.00 
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and  $7.50.  Without  presenting  the  evidence  in  detail 
it  may  be  stated  that  approximately  half  of  the  females 
over  17  years  of  age  listed  received  less  than  $7.50  per 
week. 

To  this  may  be  added  the  general  results  reported  in 
the  admirable  intensive  study  made  of  cotton,  confec- 
tionery, laimdry  and  store  workers  by  the  Massa^ 
chusetts  Commission  on  Minimum  Wage  Boards. 
This  included  nearly  12,000  women  over  18  years  of  age, 
of  whom  nearly  10  per  cent  received  less  than  $4.00  per 
week;  38.9  per  cent  under  $6.00;  and  68.6  per  cent 
under  $8.00.  There  is  available  a  wealth  of  data  from 
other  states,  cities  and  industries,  which  serves  to  re- 
enforce  the  conclusion  that  of  women  at  work,  i.  e. 
those  16  years  of  age  and  over,  outside  the  homes  and 
the  professions,  almost  half  earn  less  than  $6.00  in  a 
representative  week;  and  approximately  three-fourths 
less  than  $8.00.  It  is  obvious  at  once  that  any  attempt 
to  raise  the  general  level  of  women's  wages  to  $8.00,  or 
even  $7.00  per  week,  will  mean  a  vast  amount  of  rear- 
rangement of  wage  scales,  labor  forces,  and  possibly  of 
industries. 

It  should  be  noted  here,  however,  that  the  wage 
investigations  have  reported  actual  earnings,  while  the 
basis  of  the  reports  of  the  wage  commissions  has  rather 
been  rates  of  wages.  These  rates  of  wages,  in  some 
instances  at  least,  including  an  allowance  for  imem- 
ployment.*  The  correct  measurement  of  this  allow- 
ance thus  becomes  a  matter  of  prime  importance  if  the 
wage  boards  are  rightly  to  estimate  the  living  wage 
intended  by  the  statute.  Unfortunately  at  this  point 
our  information  is  woefully  inadequate.      We  have 

^  The  EaoflM  City  study  allows  $1.00  for  "  incidentakp  siokiieaB,  unemployment.*' 
See  Report  on  the  Wage  Eamhtg  Women  of  Kaneas  City,  p.  80.  Several  estimatee 
include  an  aOownnoe  for  a  vaostion. 
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indications  that  the  allowance  should  be  considerable. 
Thus,  the  Bureau  of  Labor  investigation  made  certain 
comparisons  between  actual  and  full  time  earnings  in  the 
representative  week.  Workers  in  cotton  mills  in  New 
England  earned  from  80  to  87  per  cent  of  full  time  pay; 
in  southern  mills  from  76  to  80  per  cent,  if  we  omit  the 
abnormal  case  of  the  dofifers  who  made  but  60  per  cent 
of  full  time  pay.  Women  working  on  men's  clothing 
lost  from  10  to  13  per  cjent  of  each  week,  in  Chicago, 
Rochester,  New  York,  and  Philadelphia;  and  over  20 
per  cent  in  Baltimore.  Female  silk  workers  in  New 
Jersey  show  a  loss  of  from  6  to  15  per  cent  in  various 
important  occupations,  the  most  frequent  percentage 
being  nine.  The  losses  were  greater  in  Pennsylvania  in 
practically  every  case.^  Since  the  great  majority  of 
female  workers  are  but  little  skilled,  it  is  highly  signif- 
icant that  the  lowest  percentages  of  lost  time  are  in- 
curred by  the  more  skilled  women.  So  far  as  these 
indications  go  it  would  seem  very  conservative  to  con- 
clude that,  on  the  average,  women  workers  lose  10  per 
cent  of  full  time  earnings  in  each  week.  Which  is  to  say 
that  on  the  basis  of  a  $7.00  or  $8.00  minimum  wage, 
something  like  80  cents  would  need  to  be  added  to 
cover  the  loss  through  unemployment  if  the  present 
organization  were  to  continue. 

Even  so,  the  allowance  would  only  cover  time  lost 
within  the  week.  The  effect  of  seasonal  fluctuation  and 
lost  weeks  and  months  is  still  to  be  reckoned  with.  For 
the  measurement  of  this  loss  data  are  almost  entirely 


The  Coninecticut  Report  shows;  — 


Avenge         Computed      Percentage 
"^  "      ~  ITime  of/        *      " 


No.  of  Actual  Weekly  Full  Time  of  Aetual  to  Full 

Workers        ESamSngs  ESamiDgs        £amiog8 

Cotton  (p.  67.) 942               S8.06  f0.17               87.7 

Sak  (p.  91) 1176                 6.26  7.40               84.6 

Metal  (p.  200) 2644                 6.60  7.41               87.7 


Digitized  by  LjOOQ IC 


WOMEN'S  WORK  AND  WAGES 


211 


lacking.  We  are  not  yet  in  a  position  to  make  any 
scientific  measurement  of  such  loss  in  the  various 
trades.  That  it  is  of  the  greatest  importance  in  certain 
seasonal  trades  in  which  women  are  most  largely  en- 
gaged is  generally  believed.^  A  suggestive  comparison 
may  be  made  between  weekly  and  annual  earnings  of 
women  in  manufacturing  pursuits  as  reported  by  the 
Immigration  Commission: 


No. 

Re- 

ported! 

Avor^ 
Week- 

inffi 

For  62 
Weeks 

No. 

Re- 

ported* 

Aetual 

Annual 

Eam- 

incs 

Actual 

Eaminss 

of  52  Times 

Average 

Week& 

Native  Born,  Native  Parents: 
White  

9,019 

17 

16.930 

32,746 

$7.91 
6.80 
8.11 
7.90 

$411.32 

421.72 
410.80 

338 

10 

875 

2,886 

$365.00 
106.00 
339.00 
284.00 

88 

Blade 

Native  Born,  Foreisn  Parents 
Fcmgn  B<nii 

80 
69 

Totals 

67,712 

$7.96 

$413.92 

3.609 

$304.00 

73 

Here  the  number  reporting  annual  earnings  is  too  small 
to  insure  its  representative  character,  but  the  suggestion 
is  that  lost  time,  other  than  the  loss  of  hours  diuing  the 
week,  may  amount  to  from  12  to  30  per  cent  for  women 
workers.*  The  table  shows,  also,  greatest  loss  for  the 
least  efficient  worker.     Such  a  loss  must  prove  beyond 

>  Van  Kleeck,  Artificial  flower  Makers,  p.  72.  "  A  roush  eomparison  would  indi- 
cate tluit  the  tax  made  by  irregular  employment  on  the  income  of  flower  makers  amounts 
to  about  two  dollars  a  week  —  a  sum  by  no  means  insignificant."  Ibid.,  Women  in 
the  Bookbinding  Trade,  p.  86.  "  But  the  estimate  of  yearly  Aa^minpi  shows  that  even 
though  bindery  girls  find  other  work  in  dull  season  the  median  yearly  income  from  all 
their  occupations  is  about  $306.00,  indicating  a  loss  of  more  than  $50  in  twelve  months. 
This  is  not  a  small  loss  when  the  fact  is  realised  that  very  few  bindery  girls  earn  $500 
or  more  in  a  year." 


Imm.  Comm.,  vol.  six,  p.  113. 


•  Ibid.,  p.  128. 


*  Gf.  Massachusetts  Report,  p.  51.  This  shows  a  loss  of  64  cents  per  week  because 
of  lost  weeks  sustained  by  469  candy  woricers  who  worked  a  full  year  for  the  same  firm. 
Tliis  is  based  on  a  weekly  average  of  less  than  $6.00,  pp.  158, 539;  laundry  workers  lost 
about  18  cents  per  week,  on  the  same  basis. 
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the  reach  of  minimum  wage  legislation,^  the  most  prob- 
able remedy  being  foimd  in  reorganization  of  the 
industry. 

III.  Causes  of  Low  Wages 

Aside  from  the  loss  caused  by  unemployment,  the 
earnings  of  women  fall  below  the  level  approved  by 
wage  commissions  for  various  reasons.  Of  considerable 
importance  is  the  fact  of  the  immobility  of  the  female 
labor  force.  Women  are  less  independent,  less  able  to 
move  than  are  men.  The  husband  and  father  is  the 
chief  wage  earner,  and  other  members  of  the  family  per- 
force accompany  him  to  his  most  advantageous  location. 
Men  flow  nattu*ally  to  any  point  oflfering  opportimities 
for  labor.  It  seems  more  natural  for  the  employer  of 
women  to  take  his  plant  to  the  labor  force.'  This 
interference  of  family  ties  with  the  mobility  of  woman 
wage  earners  results  in  congestion  and  consequent  low 
wages  in  certain  localities  or  even  in  sections  of  partic- 

^  The  only  oompreliensiye  figures  available  are  from  the  Censue  of  1900,  Voluiiks 
on  Occupations,  pp.  cczzxv,  and  cozxviii. 

WoMXN  Waob  Eabnbbs,  Tbn  Ybabs  or  Aan  and  Otbr,  Unsmplotkd  fob 


l-i3  Months 

4^  Months 

7-12  Months 

Total 

Percent 
ofaU 

No. 

Per 

cent 

No. 

Per 
cent 

No. 

Per 
cent 

Femalsa 
in  the 
Group 

Domestic  and  Personal 

Service 

Trade  and  Transporter 
-  tion 

161.000 

21,900 
147,060 

42.2 

39.3 
50.0 

149.000 

19,600 
140,000 

41.7 

34.9 
35.4 

16.1 

25.8 
14.6 

358.000 

56.000 
294.000 

17.1 
11.1 

Manufacture 

22.4 

The  table  indicates  that  a  very  considerable  percentace  of  women  workers  are  un- 
employed some  part  of  the  year,  and  that  of  those  so  unemployed,  over  half  are  idle 
for  four  montiis  or  more.  We  are  warned,  however,  that  "  caution  must  be  obeerved 
in  reachinc  conclusions  based  solely  upon  "  these  statistics. 

*  See  for  example.  Bureau  of  Labor  Report,  vol.  iv,  p.  47;  a  statement  that  induce- 
ments were  offered  sQk  mills  to  enter  the  anthracite  coal  region.  Vol.  xviii,  p.  2S2; 
a  paper  box  manufacturer  enlarged  his  plants  in  a  Polish  neighborhood  to  take  advan- 
tage of  the  cheap  female  labor  there  available. 
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ular  localities.^  This  would  seem  the  true  reason  for 
the  lack  of  standardization  in  women's  wage  noted  by 
certain  investigations.'  Ten  cents  a  day  for  carfare 
may  easily  negative  search  for  employment  beyond 
walking  range  if  the  weekly  wage  be  very  low.'  This 
f actor,  however,  is  of  local  importance  only.  However 
much  it  may  oppress  the  individual  worker  or  whatever 
its  efifects  in  dictating  the  location  of  women  employing 
industries,  it  does  not  affect  the  general  wage  level. 

Of  prime  importance  in  determining  the  low  wage  of 
women  workers  is  the  question  of  age.*  Youth  and  low 
earning  capacity  are  found  together.  In  the  New 
England  cotton  industry »  of  9,246  women  over  21,  but 
10.6  per  cent  earned  under  $4.00  per  week  and  39  per 
cent  earned  over  $8.00.  Over  two-thirds  earned  over 
$6.00.  Statistics  for  Massachusetts  show  that  these 
percentages  are  maintained  in  practically  all  age  groups 
to  the  age  of  55.  On  the  other  hand,  in  a  total  of  1,638, 
16  and  17  years  of  age,  nearly  a  quarter  earned  less  than 
$4.00  and  less  than  12  per  cent  earned  over  $8.00.  Of 
2,860  aged  18  to  20, 15.7  per  cent  earned  under  $4.00  and 
23.4  per  cent  over  $8.00.  Corresponding  data  for 
southern  mills  show  a  similar  situation.  Full  earning 
capacity  is  not  reached  before  the  age  of  21.      The 

>  Ibid.,  vol.  lii,  pp.  406  et  seq.  This  is  strikingly  illustrated  in  the  glass  industxy. 
A  eomparison  of  four  unskilled  occupations  in  thirteen  establishments  within  a  radius 
of  fifty  mileB  of  the  central  one  shows  a  wide  variation  in  wages.  In  grinding,  for 
example,  wages  vary  from  $3.60  to  $8.70  per  week.  The  comment  is:  "  women  glssn 
makers  are  so  far  from  being  a  completely  mobile  labor  force  that  even  moderate 
mobility  is  rather  unoommon.  The  reason  is  dear.  Such  persons  for  the  most  part 
are  aetive  members  of  families." 

*  This  runs  through  the  Massachusetts  Report.  See  p.  12  where  the  explanation 
is  **  the  personal  equation  of  the  employer,"  and  "  the  helplessness  of  their  employees." 

*  Van  Kleeok,  Flower  Makers,  p.  74.  '*  Flower  makers  in  New  Yoric  do  not 
come  from  a  distance  to  their  work.  They  live  near  by  and  save  carfare.  Only  nine 
of  those  interviewed  reported  that  th^y  paid  carfare  going  to  and  from  the  shops." 

*  Bureau  of  Labor  Report,  vol.  y,  p.  26.  "  It  would  seem,  therefore,  from  the 
study  of  both  age  and  experience  that  one  of  the  determining  factors  in  the  wage 
praUem  is  age." 

*  Bureau  of  Labor  Report,  vol.  i,  pp.  699-706  and  715-716. 
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numbers  reported  in  the  age  groups  are  highly  sugges- 
tive. In  New  England  the  years  16  to  20  inclusive 
include  almost  a  third  of  the  women  reported;  in 
southern  mills,  almost  a  half.  Similarily  in  the  men's 
clothing  industry,^  full  earning  capacity  is  reached  at  21, 
and  maintained  to  45  years  of  age.  About  35  per  cent 
of  those  within  these  ages  earned  more  than  $8.00  per 
week.  Of  those  18  to  20  and  45  to  54  years  of  age  but 
one-fourth  attained  that  result.  While  of  those  16  and 
17  and  55  and  over,  only  one-ninth  earned  so  much. 
It  is  then  highly  significant  that  more  than  half  of  the 
10,700  workers  covered  were  under  21  years  of  age.  In 
both  of  these  industries  the  number  of  female  workers 
over  45  years  of  age  is  very  small. 

Combination  of  the  statistics  of  twelve  important 
industries  reported  by  the  Bureau  of  Labor  gives  the 
following  results:  * 

Ages  and  Wage  Gboups  in  Twelve  Selected  Industries 

Per  cent       Per  cent       Per  cent       Per  cent 
Under  M.OO  Under  $6.00  Under  $8.00  Over  $8.00 

28.4  69.0  91.5  8.4 

19.2  67.1  79.9  20.1 

10.1  35.3  69.1  30.9 

12.6  36.8  66.1  33.9 

The  combined  results  thus  secured  are  similar  to  those 
in  the  cotton  and  men's  clothing  industries.  Full 
earning  capacity  is  not  reached  before  21  years  of  age. 
Even  among  those  beyond  this  age,  hardly  a  third 
reached  the  Umit  of  a  living  wage  in  the  representative 
week.  Yet  we  note  that  there  were  more  workers  aged 
16  to  17  reported  than  from  21  to  24;  and  more  aged  18 
to  20  than  for  all  ages  25  and  over.     This  is  the  com- 

^  BuTMtt  of  Labor  Report,  vol.  ii.  pp.  596-599. 

>  Ibid.,  vol.  zviii,  pp.  4d6  et  seq.  The  induttriea  were;  CSguettas,  Cigan,  Cob- 
ieetioneiy,  Coneto,  Craoken,  Hardware,  Hoeieiy,  Paper  boxes,  Sldrta,  Enameled  Ware, 
Tobaooo,  Wooiene. 


Ace 

Number 

16-17 

9,918 

18-20 

13,769 

21-24 

8,617 

25  and  over 

11,904 
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bined  result  of  twelve  important  industries.  A  careful 
examination  of  the  other  evidence  ^  in  the  bureau's 
report  and  in  various  state  investigations  adds  nothing 
to  the  above  showing  except  the  assurance  that  these 
are  in  every  respect  typical  data.  Overlooking  local 
and  industrial  variations  the  conclusion  is  justified  that 
full  earning  capacity  for  women  workers  is  not  reached 
before  the  age  of  21,  and  that  earnings  decrease  after  45 
and  in  some  cases  earlier.* 

The  statistics  presented  ofifer  evidence  as  to  the  rela- 
tive number  in  each  age  group,  but  in  view  of  the  im- 
portance of  this  factor  the  more  comprehensive  report 
of  the  census  may  be  stated.  For  this  inquiry  the 
Census  of  1910  is  highly  unsatisfactory.  It  shows  that 
7.9 '  per  cent  of  all  female  workers  are  under  16  years  of 
age;  22.9  per  cent  from  16  to  20;  53.3  per  cent  from 
21  to  44,  and  16  per  cent  45  and  over.  There  is,  how- 
ever, no  division  of  the  large  and  highly  important  group 
of  workers  aged  21  to  44,  and  no  occupational  classifica- 
tion by  age  is  given.  In  1900,  9.2  per  cent  were  imder 
16  years  of  age,  23.3  per  cent  of  all  women  at  work  were 
from  16  to  20  years  of  age;  16.9  per  cent  from  21  to  25, 
and  22.0  per  cent  from  25  to  35.  This  means  that 
nearly  half  the  female  workers  were  imder  25,  and 
over  seven-tenths  under  35  years  of  age.  In  manu- 
facturing 36  per  cent  were  under  21;  54  per  cent 
under  25,  and  77  per  cent  under  35.  The  corresponding 
percentages  are  even  higher  in  trade  and  transportation. 
The  data  of  the  two  Census  reports  are  not  strictly 
comparable,  because  of  the  fact  that  the  percentage  of 

^  EipeoiaUy  sucfMtiTe  are  the  displays  of  hourly  earning  by  sex  and  age  in  detail. 
These  show  dearly  the  rise  and  fall  of  earning  oapadty*  and  emphasise  strong  the 
connection  of  youth  and  low  wages. 

•  Bureau  of  Labor  Beport,  toI.  ii,  p.  146.     Men's  Clothing  Industry.     "  The  infor- 
mation ooiiYQyed  by  these  tables  may  be  summarised  as  fallows;  Kamings  between 
the  ages  of  21  and  84  are  better  than  before  or  after." 
,  1910,  YoL  iY,  p.  W. 
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children  at  work  has  somewhat  decreased  in  the  decade; 
but  there  is  nothing  to  indicate  that  the  percentage 
divisions  within  the  limits  21  to  45  have  changed. 

Available  data^  then,  suggest  that  of  all  women  at 
work  in  America  in  manufacture  and  trade  ahnost  one- 
fourth  are  from  16  to  20  years  of  age.  Of  this  fourth 
probably  half  earn  under  $6.00  per  week,  and  80  per 
cent  under  $8.00.  Another  fourth  are  from  21  to  25 
years  of  age.  Of  these  one-third  earn  imder  $6.00,  and 
from  60  to  70  per  cent  under  $8.00.  The  smaller  num- 
bers of  more  advanced  ages  employed  do  not  receive 
higher  average  wages.  It  is  an  evil  combination  that  is 
found  here:  lack  of  skill,  training,  and  experience, 
joined  with  the  irresponsibility  of  youth,  and  great 
congestion  in  the  labor  market.  The  recurring  state- 
ment in  the  b\u*eau  report  is  that  the  demand  on  these 
female  workers  is  for  dexterity  and  speed.*  These 
qualities  are  possessed  in  youth  and  are  offered  in 
abundance.  Skill  and  training  these  workers  neither 
have  nor  attempt  to  acquire.  For  their  working  life 
is  to  be  short  and  they  are  forced  by  economic  pressure 
to  seek  the  highest  present  earnings.  They  have 
followed  their  work  from  the  home  to  the  factory. 
Through  marriage  they  intend  to  make  good  their 
retreat  to  the  home.  This  expectation  is  realized;  for, 
omitting  the  negro  women,  less  than  f oiu*  per  cent  of 
married  women  are  returned  as  breadwinners.  The 
higher  earnings  reported  for  women,  then,  are  received 
by  comparatively  few,  those  who  remain  in  the  shops 
after  the  great  mass  of  their  fellow  workers  have  left. 
Their  gain  in  experience  and  skill  accounts  for  part  of 
the  gain  in  wages;  increased  seriousness  and  steadiness 
for  more.     They  earn  more.     But  the  evidence  shows 

*  E.  g.,  Bureau  of  Labor  Report,  vol.  zviii,  p.  131.  Confeotioiiery  workex*.  **  What 
the  gills  do  is  quickly  learned,  and  requires  ohiefly  deft  and  rapid  morements,  ao  that 
years  add  little  to  a  woricer's  earning  capacity*  if  indeed,  they  do  not  deoreaae  it." 
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little  progress  after  21,  and  loss  after  45.  Here,  then, 
is  a  worthy  suggestion  for  another  line  of  attack  upon 
the  low  wages  of  women  aside  from  minimum  wage 
laws.  Every  rise  in  the  age  limit  for  entering  employ- 
ment; every  agency  for  better  training;  every  influence 
lengthening  the  period  in  home  and  school,  exerts  a 
more  than  proportionate  influence  on  wages.  For  it 
attacks  the  problem  at  the  point  of  greatest  intensity. 
It  relieves  the  extreme  pressure  of  over  competition  in 
the  labor  market  exerted  by  those  having  only  docility, 
deftness  and  speed  to  offer.  It  alleviates  the  self 
exploitation  of  these  over  eager  sellers  of  the  qualities 
of  youth. 

Of  scarcely  less  importance  than  the  question  of  age 
is  that  of  race.  Consider  first,  evidence  from  the  cotton 
industry  correlating  age,  race,  and  wages.  The  basis  of 
comparison  followed  here  is  hourly  earnings.  This 
avoids  the  disturbing  effects  of  fluctuations  in  employ- 
ment. The  report  *  covers  8060  female  workers  in 
Massachusetts  cotton  mills.  It  indicates  a  strong 
massing  of  numbers  in  the  years  16  to  24  inclusive; 
3991,  nearly  half  the  female  workers,  being  of  those  ages. 
The  maximum  ho\u*ly  wage  of  all  races  combined  is 
15.4  cents  per  hoiu*  earned  by  965  females  at  the  ages  35 
to  44  years.  From  25  to  34  years  earnings  are  14.8 
cents,  and  from  45  to  49, 15.1  cents.  They  consistently 
exceed  14  cents  in  the  age  group  22  to  39  except  for  338 
workers,  aged  23,  earning  13.8  cents.  These  ages 
include  3705  of  the  8060  women. 

The  most  significant  fact  in  the  table  is  that  the 
Americans  and  each  of  the  races  of  older  immigration 
have  maximum  earnings  in  excess  of  those  for  all 
workers  and  in  general  attain  their  maximum  efficiency 
as  late  or  later.     On  the  other  hand,  the  races  of  newer 

s  BuTMU  of  Labor  Report,  voU  i,  pp.  71^719. 
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immigration  have  lower  maximum  earnings  and  in 
general  attain  their  highest  eificieney  in  a  much  earlier 
age  period.  The  629  Americans  have  maximum  earn- 
ings of  16.3  cents  attained  by  31  workers  at  30  to  34 
years  of  age.  Hourly  earnings  are  over  14  cents  in  the 
age  period  21  to  54  years,  except  for  21  workers  aged  23 
earning  13.8  cents.  These  ages  include  257  of  the  629 
workers.  The  French  Canadians  have  maximum  earn- 
ings of  15.5  cents  earned  by  92  workers  at  40  to  44 
years  of  age,  and  again  by  27  at  50  to  54  years.  Earn- 
ings are  in  excess  of  14  cents  per  horn*  during  the  entire 
period  from  24  to  59  years  of  age,  covering  849  out  of 
2108  workers.  The  highest  maximum  of  aU  is  attained 
by  the  English  workers,  20  of  whom,  from  45  to  49 
years  of  age,  earn  17.7  cents  per  hour.  Their  earnings 
exceed  14  cents  per  hour  for  the  full  normal  working 
life,  that  is,  from  18  to  64  years  of  age.  This  includes 
673  of  862  workers.  The  Irish  women  have  a  maximum 
earning  capacity  of  16.1  cents  attained  by  201  workers 
from  35  to  39  years  of  age.  They  consistently  earn  in 
excess  of  14  cents  per  hour  from  22  to  54  years  of  age. 
These  years  include  1037  out  of  1608  workers. 

Far  different  are  the  results  for  the  races  of  newer 
immigration.  Italian  women  number  66,  and  attain 
their  maximum  hourly  earning  power  of  13.7  cents  at 
21  years  of  age.  Four  earn  this.  Next  highest  are  four 
others,  aged  30  to  39  years,  who  received  12.3  cents. 
Of  1440  Polish  workers,  maximum  earnings  are  reported 
for  76  workers  aged  24  earning  13.2  cents  per  hour.  The 
263  women  just  older,  aged  25  to  34,  earn  13.1  cents. 
No  others  earn  as  much.  The  Portuguese  women  are 
the  only  race  of  newer  inmiigration  of  whom  any  are 
reported  as  earning  in  excess  of  14  cents.  The  maxi- 
mum, 14.6  cents,  is  reached  by  55  women  aged  22, 
and  65  others  aged  25  to  29  earn  14.3  cents;  7,  aged 
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45  to  49,  earn  14.5  cents.  This  makes  127  of  the  588 
workers. 

Similar  evidence  is  drawn  from  the  men's  clothing 
industry.^  Here  the  table  of  hourly  earnings  covers 
6050  females  over  16  years  of  age,  by  race  and  cities, 
but  the  study  does  not  give  the  age  division  in  detail. 
Following  the  division  between  Americans  and  older 
immigrants,  and  the  newer  immigrant  races,  we  find 
that  the  326  Americans  earn  in  excess  of  14  cents  per 
hour  in  each  city,  except  Baltimore,  where  earnings  in 
general  range  lower.  Here  62  American  women  earn 
9.2  cents  per  horn*.  The  maximum  is  14.8  cents  re- 
ceived in  Chicago.  The  801  German  women  earn  over 
14  cents,  except  in  Philadelphia  and  Baltimore,  where 
earnings  are  13.8  for  95  women,  and  10.1  cents  for  31 
women,  respectively.  All  but  one  of  the  213  Scan- 
dinavians reported  are  in  Chicago  and  earn  an  average 
of  17.7  cents  per  horn*.  The  851  Bohemians  are  from 
Chicago  also,  with  the  exception  of  5,  and  earn  16.4 
cents  per  hour. 

Of  the  newer  races  the  1063  Hebrew  women  have  a 
maximum  of  13.5  cents  earned  by  102  workers  in 
Philadelphia;  385  in  Chicago  earn  13  cents;  202  in 
Baltimore,  10.9  cents  —  the  minimum  for  the  group. 
The  Italian  women  number  1587.  Their  maximum 
earning  capacity  is  attained  in  Chicago  where  265 
women  earn  12  cents  per  hour;  802  in  New  York  earn 
but  10.5  cents.  This  is  the  lowest  quotation  for  this 
race,  except  for  18  workers  in  Baltimore  earning  10.2 
cents.  Six  hundred  and  thirteen  of  the  692  Polish 
women  are  in  Chicago,  and  earn  14.2  cents,  the  maxi- 
mum for  the  group.  This  is  below  the  general  average 
for  Chicago  of  14.8  cents,  and  is  exceeded  by  the  Ameri- 
cans and  each  of  the  older  inmiigrant  races  in  that  city. 

1  Bureau  of  Labor  Report,  vol.  U,  p.  197. 
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Of  the  115  lithuanians  reported,  77  are  in  Chicago  and 
have  earnings  of  but  10  cents  an  hour.  This  is  the  mini- 
mum reported  for  the  group,  tho  they  never  receive  so 
much  as  12  cents  an  hour.  Further  evidence  of  the 
relation  of  race  to  the  question  of  wage,  and  more  par- 
ticularly of  the  relation  of  recent  immigration  to  the 
question  of  low  wages  for  women  workers  may  be  found 
in  other  volumes  of  the  Bureau  of  Labor  report  and  in 
that  of  the  Immigration  Commission.^  It  is  perhaps 
less  exact  and  complete,  less  readily  presented,  but  all 
lends  support  to  the  general  conclusion  that  among  the 
youthful  and  ill  paid  female  wage  earners,  the  inmii- 
grant  women  are  the  worst  paid  of  all.  What  happens 
is  that  these  women,  lacking  knowledge  of  American 
conditions,  of  the  language  and  of  the  condition  of  the 
labor  market,  without  specialized  skill,  training  or 
aptitude,  with  the  lowest  standards  of  living,  and 
driven  by  the  severest  economic  pressure,  snatch 
eagerly  at  any  opportunity  for  employment  and  any 
wage  which  may  offer. 

To  these  disabilities  they  add  that  of  extreme  youth. 
The  Census  of  1900  showed  that  nearly  50  per  cent  of  all 
foreign  bom  women  aged  15  to  24  were  at  work.  The 
corresponding  figures  for  the  native  bom  white  classes 
are  20.1  per  cent  for  those  of  native  parentage,  and  37.5 
per  cent  for  those  of  foreign  parentage.  All  these 
handicaps  can  only  be  overcome  by  accepting  lower 
wages  and  harder  conditions  of  employment.*     The 

*  See  for  example,  vol.  i,  p.  367,  Waces  of  Women  over  18  in  the  ootton  industaty, 
where  practically  every  groap  of  new  immigrant  women  falla  below  the  general  average 
wage,  as  practically  every  other  group  risee  above  it.  Similar  results  are  shown  in 
other  industries. 

*  See  e.  g.,  vol.  xviii.  Bureau  of  Labor  Report,  p.  239,  discussing  the  cause  of  Ameri* 
cans  leaving  the  industry  of  nuts,  bolts,  and  screws.  The  reason  most  generally 
ascribed  being  "  that  the  work  had  so  many  unpleasant  features  and  paid  ao  little 
that  only  the  poorest  and  most  ignorant  of  recent  immigrants  were  willing  to  under- 
take it."  Cf.  vol.  zviii,  p.  328,  and  Butler,  Women  and  the  Trades,  pp.  228-239. 
"  Two-thirds  of  the  women  in  the  metal  trades  are  Slavs,  Hungarians,  Germans,  Polish, 
and  Crotean  .  .  .  recent  ummigrants  .  .  .  foreign  women  who  ask  n«ther  for  comr 
fort  nor  for  deanliness  nor  higher  wages.*' 
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ready  acceptance  of  both  conditions  by  recent  inuni- 
grants  has  earned  for  them  the  ill  will  of  their  fellow 
workers/  and  has  often  resulted  in  discriminations 
against  them  by  employers.' 

Unfortmiately  the  results  of  the  Census  of  1910  so  far 
as  published  do  not  furnish  data  for  estimating  the 
importance  of  the  newly  immigrated  with  low  standards 
of  living  in  the  problem  of  women's  work  and  wages.  As 
noted  above,  the  age  divisions  are  defective.  Such  as 
they  are,  they  are  not  correlated  with  nativity  groups 
or  occupational  classification,  and  beyond  this  there 
is  no  attempt  to  present  a  classification  by  race,  age,  and 
occupation.  The  vast  inmiigration  in  the  last  ten 
years  makes  data  from  the  1900  census  obsolete,  but  it 
must  serve  in  default  of  better  evidence.  The  signif- 
icant fact  here  is  the  exceedingly  high  percentages 
among  the  foreign  bom  in  the  younger  age  groups 
including  those  15  to  24  years  of  age.  It  thus  results 
that  while  the  total  foreign  bom  women  of  these  ages 
represent  less  than  12  per  cent  of  all  white  women  of 
these  ages,  still  foreign  bom  wage  earners  represent 
20  per  cent  of  all  at  those  ages.  This  is  to  say,  that  in 
1900  these  foreign  bom  youthful  workers  —  least 
efficient,  on  the  basis  of  the  wage  statistics,  of  all  such 
workers,  —  represented  one-fifth  of  the  labor  supply  at 
those  ages.  Since  that  date  we  have  had  an  enormous 
immigration  drawn,  for  the  most  part,  from  the  sections 
of  Europe  where  the  lowest  standards  of  living  prevail. 
It  is  most  unfortunate  that  the  Census  has  not  fur- 
nished corresponding  statistics  for  1910,  or  given  us 
the  data  by  races;  they  could  hardly  fail  to  show  an 
increasing  proportion  of  foreign  bom  women  in  the 
younger  and  least  efficient  age  groups. 

1  M]0B  Yaa  Eleeek  spMikfl  of  the  Itdian  flow«r  workan  in  this  oonneotion.     Soo 
ftlao  Boxeaa  of  Labor  Beport,  toI.  i,  p.  116,  and  vol.  ii,  p.  106. 
>  BuMMi  of  Labor  Report,  vol.  iii.  p.  418. 
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Adding,  then,  industrial  ineificiency  to  the  fact  of 
this  abnormal  proportion  of  youthful  workers,  we  realize 
the  importance  of  this  factor  in  the  problem  of  women's 
wages.  It  represents  nothing  short  of  a  massed  assault 
on  the  existing  wage  scale.  It  bears  down  the  present 
standards  —  unsatisfactory  as  they  are  —  by  sheer 
weight  of  numbers  and  inefficiency.  If  minimum  wage 
laws  are  to  be  interposed  as  a  barrier  for  the  protection 
of  women  wage  earners,  common  prudence  would  seem 
to  dictate  a  counter  attack  to  check  and  drive  back 
this  assault.  Bearing  in  mind  the  gap  between  actual 
earnings  and  the  standards  adopted  for  the  minimum 
wage  it  would  seem  evident  that  the  champions  of  the 
new  legislation  will  be  ardent  advocates  also  of  some 
limitation  of  the  free  inmiigration  of  women  workers,  at 
least  such  limitation  as  will  exclude  those  of  greatest 
inefficiency  and  lowest  standards  of  Uving. 

It  is  well  known  that  these  foreign  bom  women  are 
for  the  most  part,  not  independent  workers,  but  members 
of  families.  They  live  at  home  and  the  great  majority 
of  them  turn  their  earnings  into  the  family  treasury. 
The  youthf ulness  of  women  at  work  would  suggest  that 
this  was  the  tjrpical  situation  of  all  nativity  groups. 
Such  a  situation  would  have  large  influence  on  the 
wage  situation.  An  answer  to  the  question,  what 
proportion  of  working  women  Uve  at  home,  is  found 
in  the  B\u*eau  of  Labor's  investigation  of  stores  and 
factories.^  This  shows  that  77  per  cent  of  over 
2000  women  in  stores,  and  82  per  cent  of  over  5000 
women  in  factories  Uve  at  home.*    The  Census  in  1900 ' 

>  See  voL  v,  p.  15. 

*  Of.  MoLean,  Wace  Earning  Women,  pp.  29,  54,  72,  and  82. 

No.  Reported  Living  at  Home         Per  oent  at  Home 

New  York 1,476  1,804  88 

Chicaeo 1,914  1,618  84 

New  Eni^ADd  . .     1,289  1,021  79 

NewJerwy 824  714  87 

s  Statiirtios  of  Women  at  Woric,  pp,  25-26. 
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attempted  a  study  of  the  family  relationships  of  1,232,- 
000  working  women  in  27  cities.  This  shows  64.8  per 
cent  living  at  home  and  35.2  per  cent  boarding.  Board- 
ing is  defined  to  include  those  living  with  their  employer, 
—  obviously  a  very  important  inclusion  when  servants 
and  waitresses  are  concerned.  Omitting  these  workers, 
we  have  906,000,  of  whom  80.9  per  cent  are  living  at 
home  14.4  per  cent  as  heads  of  families,  33.7  per  cent 
living  with  their  fathers,  15.5  per  cent  with  mothers  and 
17.2  per  cent  with  some  other  relative.  Of  the  native 
bom  of  foreign  parentage  only  12.3  per  cent  are  board- 
ing; of  native  parentage  26.6  per  cent;  of  the  foreign 
bom  22.6  per  cent;  and  of  negro  women  17  per  cent. 
There  seems  to  be  no  significant  variation  in  the  per- 
centages living  at  home  when  the  division  is  made  by 
conjugal  condition,  except  that  of  foreign  bom,  and  of 
negro,  married  and  widowed  women  relatively  small 
percentages  are  boarding.  There  is  considerable  varia- 
tion by  cities,  but  only  four  cities,  including  Boston, 
show  more  than  25  per  cent  boarding. 

Of  importance  also  is  the  number  of  breadwinners 
found  in  the  families  of  which  these  workers  were  a  part. 
Of  the  905,000  women  included,  70  per  cent  were  living 
in  families  in  which  there  were  other  breadwinners; 
among  these,  in  24  per  cent  there  was  one  other;  20.8 
per  cent,  two  others;  and  in  25  per  cent  at  least  three 
others.  Considering  only  the  single  women,  73.6  per 
cent  were  living  in  families  with  other  wage  earners 
present.  The  percentage  rises  to  82.7  per  cent  for 
smgle  workers  of  foreign  parentage,  and  is  66.8  per  cent 
for  those  of  foreign  birth.  Of  the  678,000  single  women 
included,  19.1  per  cent  are  boarding  and  but  6.5  per 
cent  of  those  in  homes  are  in  families  in  which  there  is 
no  other  wage  earner.  It  may  be  added  in  regard  to 
the  19  per  cent  boarding,  that  it  by  no  means  neces- 
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Barily  follows  that  they  are  all  dependent  entirely  on 
their  own  resources. 

Investigation  of  the  expenditure  of  earnings  disposes 
efifectively  of  the  importance  of  the  "  pin  money " 
worker  as  a  determining  factor  in  wages.  Recent 
reports  are  a  unit  in  declaring  that  such  workers  are  the 
rare  exception;  too  few  to  seriously  affect  the  general 
situation.^  Further,  the  investigations  show  conclu- 
sively that  the  larger  part  of  the  earnings  of  women  liv- 
ing at  home  is  turned  into  the  family  treasury.  Thus 
in  the  Massachusetts  report  it  is  stated '  that  78.5  per 
cent  of  the  candy  workers  gave  all  they  earned  to  the 
family;  20.3  per  cent  gave  part.  Among  store  workers, 
where  the  result  is  not  affected  by  the  presence  in  large 
numbers  of  foreign  workers,  61.8  per  cent  gave  all,  39.4 
per  cent  gave  a  part.  It  is  noted  that  the  age  runs 
higher  among  these  workers.  The  laundry  workers 
make  a  similar  showing:  60  per  cent  contribute  all 
their  earnings;  39.1  per  cent  a  part.  Figures  for  the 
glass  industry'  allow  a  nativity  comparison.  It  is 
shown  that  227  children,  16  years  of  age  and  over,  con- 
tribute 86.4  per  cent  of  their  earnings  to  the  family. 
The  native  bom  whites,  of  native  parentage  gave  81 
per  cent;  those  of  foreign  parentage  85  per  cent;  and 
the  foreign  bom,  over  90  per  cent.  In  the  case  of 
races  of  the  newer  immigration  practically  all  the  wage 
goes  to  the  family  treasury.  Particularly  in  the  case 
of  the  Slavs  and  Italians,  it  is  declared ''  a  social  custom 
for  the  mother  of  the  household  to  act  as  treasurer,  and 
to  receive  the  earnings  of  the  working  members.'' 

>  For  example,  the  MaaBAohusetto  Report  (pp.  70. 140, 176)  found  only  1.2  per  eent 
among  eandy  workers,  S.S  per  eent  of  2.276  store  giris,  and  less  than  1  per  eent  among 
the  laundry  employees.     All  reports  seem  a  unit  in  presenting  similar  results. 

s  Massaehusetts  Report,  pp.  70, 140,  and  318.  Miss  MeLean  gires  ussful  peroeat- 
ages.    See  the  pages  noted  above. 

•  Bureau  of  Labor  Report,  vol.  iii,  pp.  627-629.  This  may  be  oompared  with  the 
▼arious  reports  of  the  Immigration  Commission. 
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Some  part  of  the  wage  may  occasionally  be  returned  to 
the  older  children. 

In  the  case  of  girls  in  stores  and  factories  as  covered  by 
the  Bureau  of  Labor  Report  ^  the  question  of  disposal 
of  wages  is  correlated  with  age.  It  is  rarely  true  in  the 
various  cities  that  the  percentage  of  girls  living  at 
home  who  contribute  no  part  of  the  wage  rise  to  5. 
Of  women  25  years  of  age  and  older  it  is  generally  true 
that  over  50  per  cent  give  all  their  earnings.  In  New 
York  76  per  cent  of  190  factory  girls  over  that  age  con* 
tribute  their  entire  wage.  Younger  girls,  as  would  be 
expected,  almost  always  show  higher  percentages.' 

It  boots  little  to  multiply  illustrations,  for  the  con- 
clusion reiterated  and  enforced  by  the  unanimous 
declarations  of  the  investigation  of  many  industries  and 
localities,  of  the  various  nativity  groups  and  races,  and 
at  all  ages,  is  that  the  typical  female  workers  are  the  80 
per  cent  living  at  home  and  contributing  the  larger  part 
of  their  earnings  to  the  family  treasury.  The  '^  pin 
money  "  worker  is  proven  a  false,  if  not  a  *'  vicious  " 
theory.  Twenty  per  cent  of  the  girls  at  most  are  inde- 
pendent workers.  The  remainder  —  a  proportion 
great  enough  to  be  controlling  —  are  constituent  parts 
of  a  close  knit  family  group.'    The  pains  of  their  labor 

>  See  y6L  ▼.  pp.  1»-21. 

*  The  Conneetiout  Report  gives  (he  followmg  resulte.  p.  263. 

CoMTBXBimoir  To  F^milt  iNoom 

NniiBiB            All                     Past  Nom 

Per  Per  Per 

No.     oent  No.  cent  No.  cent 

Native  White; 

Native  Peranta«e     454           280      61.0  164  86.1  10  2.2 

Fonisn  Paienta«e    887           620      69.0  260  20.2  8  .9 

PofeignBon....         660            403      74.6  163  24.7  4  .6 

An aiioOl         1,308      OO.O  686      20.2  22      1.1 

*  Of.  Report  on  Lawtenoe  Strike,  p.  20.  "  Tlieae  wagea,  lunrever,  an  not  peou« 
Kar  to  Lanrvanee.  The  wagea  of  textile  worken  in  that  dty  an  not  lower  than  in  most 
other  textile  towns.  The  plain  fact  is  that  the  textile  industiy,  ao  far  as  eamingi  are 
eonoaraed,  ia  in  laiie  part  a  *  family  indostcy.'  It  gives  employment  to  men,  women, 
and  eMdien.  The  normal  family  of  five,  unless  the  father  is  employed  in  one  of  the 
eomparalively  few  betteriMying  oeeupations,  is  compelled  to  famish  two  wage  earners 
in  Older  to  seeure  the  neeessities  of  Ufe." 
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are  reckoned  in  the  sacrifices  of  the  family;  their  earn- 
ings merge  in  the  family  income.     Tho  the  e£Fect  of 
this  condition  has  been  well  enough  mxderstood  by  the 
employers,^  it  has  been  misinterpreted  on  the  basis  of 
the  "  pin  money  "  theory.     It  has  not  been  recognized, 
or  at  least  not  accepted,  in  the  current  miniTmiTn  wage 
reasoning.      There,  it  has  been  postulated  that  the 
female  worker  is,  or  at  least  ought  to  be,  an  indepen- 
dent worker  entitled  to  sufficient  wages  for  full  self- 
support.     Any  industry  paying  less  is  forthwith  termed 
parasitic.      However  desirable  this  may  be  from  an 
ideal  standpoint,  the  actual  situation  is  otherwise.    The 
true  social  imit  here  is  the  family.     It  has  a  certain 
potential  labor  supply.      Its  members  have  certain 
desires  for  leisure,  for  education,  for  the  various  goods 
that  make  up  income.     They  escape  the  pains  of  labor 
when  possible,  saving  their  necessary  or  strongly  de- 
sired income.     Normally,  in  the  long  run,  workers  can- 
not be  secured  for  less  than  an  income  sufficient  for  full 
support  at  the  established  standard,  including  allow- 
ances for  support  in  the  period  of  youth  and  old  age, 
for  training  and  for  the  replacement  fund.     But  tem- 
porarily the  wage  may  fall  in  evil  times  to  the  minimum 
sufficient  for  the  scantiest  supply  of  food.     The  satis- 
faction of  all  other  wants  is  deferred  to  a  more  favorable 
season.     It  is  better  to  labor  for  the  pittance  than  to 
starve.     In  the  family  a  similar  situation  exists.     The 
father^s  wage  is  insufficient  for  the  family  needs  at  the 
customary  standard.     If  the  daughters  were  indepen- 
dent units  in  the  labor  supply  and  if  there  was  no  pres- 
sure of  economic  necessity,  the  wage  offered  must  be  as 
large  as  full  support  for  the  present  and  past  years  would 
require.     But  since  the  family  must  mamtain  all  its 

>  Butler,  Women  and  the  Tndee,  p.  840.  *'  We  tiy  to  employ  giria  who  an  mem- 
ben  of  families,"  a  box  manufaoturer  aaid  to  me,  "  for  we  don't  pay  the  girie  a  B^ing 
wage  in  this  trade.'* 
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members  in  any  case,  it  takes  stock  of  its  available  labor 
and  sells  at  the  market  rate.  As  in  the  case  of  railroad 
transportation,  the  price  may  fall  in  the  worst  case  near 
to  the  extra  cost  involved  in  performing  the  extra  ser- 
vice. In  this  case  this  service  is  represented  by  the 
labor  performed  by  the  daughter.  The  family  foregoes 
the  payment  for  the  period  of  youth  and  training. 
There  is  nothing  to  set  aside  for  old  age.  Recreation 
is  foregone;  education  neglected.  The  wage  may  be 
less  than  the  necessary  cost  of  the  daughter's  support. 
But  that  support  is  a  part  of  the  irreducible  ''  fixed 
charges  ''  of  the  family  treasury,  and  if  the  labor  of  the 
child  will  yield  any  contribution  to  the  hard  pressed 
exchequer  of  the  family,  it  is  accounted  worth  while 
—  even  necessary.  This  is  quite  as  true  and  quite  as 
well  justified  by  the  logic  of  the  situation  as  the  cut 
rate  offered  by  the  trafic  manager  of  the  bankrupt 
railroad. 

It  is  this  bankrupt  condition  of  the  working  families 
that  dictates  the  entrance  of  youthful  female  workers 
into  industry.  It  is  severer  pressure  met  by  lower 
economic  strength  that  causes  an  increase  of  the  per- 
centage of  females,  16  to  20  years  of  age  and  at  work, 
from  20.8  per  cent  for  the  native  bom  of  native  parent- 
age to  40  per  cent  for  those  of  foreign  parentage  and  to 
56.8  per  cent  for  those  of  foreign  birth.^  Wages  are 
low  for  women  at  work  primarily  because,  with  the  in- 
creasiag  pressure  of  population,  and  the  influx  of 
families  bringing  low  standards  of  living  joined  with 
scant  industrial  efficiency,  it  becomes  necessary  for  more 
members  of  the  family  to  bear  a  portion  of  the  family's 
labor  sacrifices  and  this  through  a  longer  term  of  years. 
The  inevitable  result  is  severe  competition  among  these 
workers  of  lowest  standards,  least  skill  and  efficiency, 

>  Cennu,  1900,  Toluine  on  Ooeupaiiozia,  p.  oxviii. 
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and  consequent  low  wages.  Thus  dictated  by  neces- 
sity,  it  is  justified  by  results  in  the  economics  of 
the  individual  families.  It  is  unjustifiable  only  from 
the  larger  viewpoint  of  its  effect  on  the  character  of  the 
national  citizenship.  It  is  from  this  viewpoint  that  it  is 
attacked  with  the  weapon  of  minimum  wage  laws,  and 
rightly  so.  But  there  is  certain  loss  involved  in  mis- 
interpretation of  the  character  of  the  position  attacked. 
One  error  of  the  forces  backing  this  legislation  lies  in 
regarding  each  female  worker  as  an  independent  labor 
unit.  Instead  the  true  labor  unit  is  the  family.  Des- 
pite the  change  following  the  industrial  revolution, 
solidarity  and  cooperation  in  the  bearing  of  labor 
sacrifices  are  still  the  typical  condition  there.^  The 
wage  of  the  working  woman  can  only  be  imderstood 
when  the  interpretation  is  made  on  that  basis. 

V.  Minimum  Wages  and  the  Potential  Labor 
Supply 

Closely  associated  with  the  above  discussion  of  the 
effect  of  the  family  condition  of  working  women  on 
their  wage  is  a  further  factor  in  the  situation  which 
minimum  wage  boards  and  commissions  must  consider. 
This  is  found  in  the  presence  of  what  may  be  called  a 
potential  labor  supply.  There  are  indications  that  in 
the  case  of  female  labor  this  supply  may  be  very  great. 
Thus  a  special  study  made  of  the  adoption  and  aban- 
donment of  occupations  by  native  bom  white  women, 
due  allowance  being  made  for  deaths  and  migration, 
shows  that  the  women  aged  15  to  24  in  1890,  and 
advanced  to  the  age  34-^9  in  1900,  made  a  loss  of  24.5 

1  Of.  Van  Kleeok,  Flower  Makers,  p.  72.  "  Eoonomio  preemire  is  reoocniied  m 
«n  importaDt  factor  in  the  wace  bariain,  and  ngns  are  not  laokinc  to  indieate  that  the 
wace  received  is  in  inverse  ratio  to  the  pressure.  It  is  the  woricer  nearest  starvation 
who  is  most  liable  to  accept  starvation  wages,"  and  the  complaint  of  the  home  worker, 
p.  110,  "  Flowers  is  cheap  work  now.  The  boss  used  to  pay  much  better.  But 
there's  always  poorer  and  poorer  people  and  they'll  do  it  for  less.  They  have  a  lot  of 
children,  and  it  don't  take  them  long  to  make  adoUar.    So  they  do  it  for  less  than  us." 
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per  cent  in  the  numbers  of  breadwinners.^  In  round 
numbers  274,000  more  of  these  women  abandoned  the 
wage  earning  field,  than  adopted  it,  during  that  ten 
years.  This  loss  is  more  than  5  per  cent  of  the  total 
number  of  women  wage  earners  15  years  of  age  and  over 
—  5,007,000  — returned  in  1900.  In  the  next  age 
group,  those  25-34  in  1890,  there  is  a  loss  of  33,600,  or 
7.5  per  cent.  In  the  next  two,  those  35-44  and  45-54 
in  1890,  a  gain  of  18.3  per  cent  and  10.1  per  cent  re- 
spectively, and  in  the  final  period,  —  those  55  and  over 
in  1890,  —  a  loss  of  4.6  per  cent.  The  gain  in  the  two 
periods  mentioned  is  slight  among  native  bom  women 
of  foreign  parentage,  being  5.8  per  cent  and  5.7  per  cent 
respectively  —  less  than  4000  women.  The  gain  at 
that  age  is  explained  as  due,  in  large  proportion,  to  the 
taking  up,  by  widows  of  farmers,  of  the  occupation  of 
their  deceased  husbands.  The  conclusion  is,  that 
among  native  bom  women  workers  a  net  loss  of  well 
over  a  quarter  of  a  million  results  from  the  abandon- 
ment of  their  wage  earners'  status  by  those  who  had 
been  so  engaged  in  the  ages  15  to  24.  This  loss  is  made 
good,  of  course,  by  the  entry  of  new  thousands  of 
young  girls.  It  is  quite  within  the  possibilities  that  a 
rise  in  the  wage  o£Fered,  from  the  existing  rates  to  a 
minimum  wage  of  $8.00  or  $8.50,  may  induce  no  incon- 
siderable percentage  of  those  native  bom  women  to 
postpone  their  abandonment  of  industry  and  lengthen 
the  period  of  labor. 

Further  possibilities  are  disclosed  by  examination  of 
the  percentages  of  women  at  work  in  the  various  age 
and  nativity  groups  previously  quoted.  If  the  native 
bom  of  native  parentage  had  furnished  in  1900  as  high 
a  proportion  of  female  workers  aged  16-35  as  did  those 
of  foreign  parentage  the  net  increase  would  have  been 
over  890,000  workers.     If  the  percentages  were  those 

1  Statistioa  of  Women  at  Work,  1900,  p.  34. 
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of  the  foreign  bom,  the  gain  would  have  been  over 
1,220,000.  Raising  the  percentage  of  those  of  foreign 
parentage  to  these  highest  percentages  gives  a  further 
gain  of  134,000  women  at  work.  The  total  number 
returned  in  1900  was  but  little  over  5,300,000.  At 
existing  wages  a  considerable  percentage  of  native  bom 
young  women  find  it  desirable  to  devote  their  time  and 
energy  to  other  pursuits  than  industry.  They  enjoy 
greater  educational  opportunities.  They  constitute 
America's  great  leisure  class.  They  serve  in  the  homes 
and  in  social  agencies  of  various  sorts.  Necessity  does 
not  compel  them  to  leave  the  home;  nor  do  the  wfi^es 
pro£Fered  attract  them.  But  it  is  entirely  possible, 
even  largely  probable,  that  the  enhanced  wage  con- 
templated by  oiu*  miniTmim  wage  laws  and  boards  may 
draw  some  part  of  this  labor  supply,  at  present  imex- 
ploited,  into  the  industrial  ranks  for  longer  or  shorter 
periods.  These  potential  laborers  are  the  most  efficient 
workers,  rather  than  the  least.  More  highly  endowed, 
they  are  also  better  trained  and  have  the  advantage  of 
larger  opportunities.  What  would  bet  he  result  if, 
through  the  attractiveness  of  the  higher  wage  scale, 
members  of  this  potential  labor  supply  enlarge  the  in- 
dustrial ranks  to  the  extent  of  even  one  per  cent  ?  It 
would  seem  that  it  might  easily  do  more. 

A  final  suggestion  may  be  made,  tho  in  the  present 
regrettable  state  of  oiu*  information  it  cannot  be  statis- 
tically supported.  There  is  good  reason  to  believe  that 
a  considerable  proportion  of  our  women  at  work  are  not 
full  time  workers.  The  Census  of  1900  showed  that  of 
women  in  domestic  service,  manufacture  and  trade, 
over  18  per  cent  were  unemployed  some  part  of  the 
year;  that  more  than  half  of  these  workers  were  idle 
over  three  months  and  16  per  cent  from  7  to  12  months.^ 

^  Sueh  oMual  worken  are  reported  in  the  millinery  trade  of  Kmmm  City.  The 
■eaaon  ie  three  months  long  in  ipring  and  fall.    Girls  come  from  town  and  oountiy  and 
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We  need  comprehensive  data  showing  what  proportion 
of  our  female  workers  are  employed  but  part  of  the  year 
and  this  at  their  own  motion.  The  worker  under  pres- 
ent conditions  for  three  or  six  months  in  times  of 
exceptional  demand^  and  so  of  unusually  high  wage, 
might  easily  become  a  full  time  worker  if  the  minimum 
wage  movement  reaches  its  expected  result.  For  the 
desired  legal  wage  is  probably  near  the  present  excep- 
tional wage  of  these  part  time  workers.  The  character 
of  the  labor  force  attracted  by  canning  factories,  hop 
picking  and  other  seasonal  employments  suggests  that 
this  may  be  a  factor  of  considerable  importance.  The 
census  figures  suggest  that  it  might  add  as  much  as  5 
per  cent  to  the  entire  female  labor  force.  Higher 
wages  then,  legally  enforced,  may  attract  additional 
female  workers  of  exceptional  efficiency  through  the 
lengthening  of  the  period  of  employment,  by  drawing 
more  largely  on  the  ranks  of  the  nativity  groups  at 
present  least  numerously  represented  and  by  transfer- 
ring part  time  into  full  time  workers.*     If  in  any  or  all 

zenuun  in  their  homes  duzing  the  "  off  aeaeon."  In  the  Oregon  report,  p.  34,  speak- 
ins  of  the  Ganneriee;  '*  They  employ  a  obae  at  women,  often  mothers  of  households, 
who  do  not  work  sway  from  home  the  other  six  months  oi  the  year."  In  the  Wasb- 
incton  Report,  p.  28,  "  it  is  well  known  that  a  oertain  per  oen^of  women  who  work  in 
fruit  canneries  are  merely  '  summer  workers,'  women  in  families  who  wish  to  lielp 
out  the  ineome  by  this  extra  work.'*  Van  Kleeck,  Flower  Workers,  p,  57;  '*  The '  oheap 
and  doeile  home  workers '  after  the  long  dull  months  when  they  have  no  work  .  .  . 
are  eager  to  toil  until  late  at  night,  producing  in  a  short  time  enough  goods  to  supply 
the  market  for  the  season." 

1  A  further  possibility  is  the  substitution  of  men  for  women.  That  a  wage  of  over 
98.00  might  attract  certain  immigrant  races  is  dear.  The  following  figures  are  for 
males  18  yean  of  age  and  over  engaged  in  manufacturing  and  mining;  — 

Avenura  Per  cent  Frftming 

Race  No.  Weekly  Wage  Under  17.60 

Greeks 4.164  $8.41  45.1 

So.  Italian  . . .     7321  9.61  24.4 

Portuguese...     8,125  8.10  45.8 

Syrians 812  8.12  45.8 

Turidsh    240  7.65  57.5 

All  Foreign  Bom     180,610  $11.02  0.0 

Of  neaxly  140,000  foreign  bom  36.8  per  cent  earned  under  $10.00.  A  slight  advan- 
tage in  efficienfly  would  make  them  acceptable  over  women  at  $8.60.  Imm.  Comm. 
Report,  vcO.  i,  p.  875. 
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of  these  ways  the  active  labor  force  is  increased  even 
so  much  as  two  or  three  per  cent  the  pressure  on  the 
newly  established  standard  would  be  great  —  p^haps 
unsupportable.  This  would  come  about  through  the 
loss  of  employment  by  a  corresponding  percentage  of  the 
least  eflScient  workers. 


VI.  Conclusion 

This  study^  then,  indicates  a  broadening  of  the  field  of 
woman  employment  in  trade  and  a  continued  progress  of 
the  industrial  revolution  that  makes  certain  the  growing 
importance  of  female  wage  earners  in  American  indus- 
tries. It  shows  that  perhaps  15  per  cent  of  such  wage 
earners  actually  earn  less  than  $4.00;  50  per  cent  less 
than  $6.00;  and  75  per  cent  less  than  $8.00.  There  is 
an  average  loss  in  wage  of  perhaps  10  per  cent  in  each 
week  due  to  lost  time  and  a  further  loss,  perhaps  as 
great,  due  to  seasonal  and  monthly  imemployment. 
Actual  earnings  then  are  much  below  the  proposed 
legal  wages  of  $8.00  per  week  or  more.  Local  reasons 
for  low  wage  are  f oimd  in  the  immobility  of  the  female 
labor  force.  General  causes  are  the  youthful  character 
of  the  force,  signifying  inefficiency;  the  temporary 
natureof  women^s  work,  meaning  inexperienced  workers; 
the  unrestrained  competition  of  the  youthful  foreign 
bom  and  newly  immigrated  in  numbers  out  of  pro- 
portion to  the  total  numbers  of  the  nativity  group, 
introducing  low  standards  of  wage  and  living ;  and  in  the 
fact  that  women,  or  girls,  at  work  are  constituent 
members  of  families  and  their  wage  a  subsidiary 
source  of  family  income.  In  those  families  driven  by 
the  severest  economic  pressure  the  wage  accepted  for 
the  unskilled  female  laborers  is  analogous  to  the  rate 
accepted  by  the  traffic  manager  of  a  bankrupt  railroad 


Digitized  by  LjOOQ IC 


WOMEN'S  WORK  AND  WAGES  233 

for  low  grade  freight.  Anything  that  yields  any  con- 
tribution over  extra-expense  incurred  for  the  families' 
''fixed  charge/'  i.  e.  their  general  cost  of  living,  is 
acceptable. 

The  disabilities  of  the  women  workers  might  almost  be 
reduced  to  one  —  lack  of  skill.  In  the  total  labor 
force  they  form  a  separate  non-competing  group  lower 
than  any  male  group.  How  severe  is  this  handicap  — 
lack  of  skill  —  is  indicated  by  very  important  and  signif- 
icant statistics  from  Pittsbur^.^  These  recognize 
that  very  nearly  identical  processes  run  through  many 
fields  of  women's  employments.  The  following  table 
is  constructed  on  the  basis  of  skill: 

NUMBBB  OF  WOMBN  IN  VABIOtTB  OcCtTPATION  GrOXTPS 

Kind  of  Work  No.  of  Women         Pweentace 

SkiDedwork   139  .8 

Handicraft 305  1.9 

Hand  work  requiring  dexterity  .     3,d41  23.2 

Machine  operating 4,885  31.1 

Machine 2,188  13.9 

Wrapping  and  labelling 2,118  13.3 

Hand  work  requiring  no  dexterity  2,475  15.8 

15,751  100.0 

The  skilled  workers  are  the  millinery  trimmers  and 
telegraph  operators;  possessors  of  a  handicraft  are 
stogie  makers,  expert  workers  in  millinery  houses  and 
fine  ironers  in  laundries.  All  told  these  constitute  less 
than  3  per  cent  of  the  15,751  workers  included.  Here 
then  is  a  final  suggestion  of  needed  support  to  the 
miniTniim  wage  movement.  There  should  be  deter- 
mined e£Forts  to  raise  the  legal  age  of  entering  employ- 
ment; *  to  limit  the  numbers  of  the  newly  immigrated 

1  Bnder,  Womeii  and  tba  Trades.     This  table  appean  on  p.  809.     The  total  is 


•  Sueh  a  moremeni,  intended  to  raise  the  ace  lindt  to  10  yean,  is  leported  in  DliiMis, 
where  its  passace  may  pieoede  minimum  wace  lesialntion. 
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sending  youthful  and  highly  inefficient  workers  with 
low  standards  of  living  into  our  industries;  and  there 
should  be  a  realization  of  the  fact  that  women  wage 
earners  are  ill  paid  because  they  are  unskilled  workers. 
This  condition  must  be  met  by  trade  training.^  There 
can  be  no  question  that  the  minimum  wage  movement 
is  correct  in  principle.  But  that  the  nine  American 
states  which  have  already  legislated,  even  if  joined  by 
as  many  more,  can  at  once  raise  the  wage  rates  over 
$8.00  *  per  week  seems  problematical.  In  addition  to 
the  great  gap  between  actual  earnings  and  the  proposed 
wage  rates,  there  is  the  too  little  understood  factor  of 
potential  female  workers.  These  are  of  higher  efficiency 
and  may  be  attracted  in  very  considerable  numbers  by 
the  proposed  higher  rates.  In  any  case  such  states  will 
do  well  to  support  minimum  wage  legislation  with  the 
further  measures  suggested  above. 

C.  E.  Persons. 

Washington  Univbbsitt, 
St.  Louis. 

>  This  was  deaxly  stated  in  the  Oregon  report,  p.  24.  "  Lack  of  training  un- 
doubtedly has  much  to  do  with  ineffieidnoy.  This  is  a  burden  which  must  be  assumed 
by  sodety  at  large  and  disposed  of  by  some  kind  of  industrial  training  for  girls  as  well 
as  f(w  boys.  Until  education  of  this  sort  is  compulsory,  some  of  the  evils  of  low 
effidenoy  will  remain." 

*  It  seems  dear  that  we  have  here  an  attempt  to  establish  a  rate  "  substantially 
higher  "  than  the  market  rate.  See  the  disoosnon  in  Taussig's  Prindples  of  Boo- 
nomios,  yd.  ii,  pp.  299  et  seq. 
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THE  CONTEST  IN  CONGRESS  BETWEEN 

ORGANIZED  LABOR  AND  ORGANIZED 

BUSINESS 

SUMMARY 

The  Clayton  anti-trust  act  a  landmark  in  the  struggle,  235.  —  Em- 
ployers organise  to  resist  trade  unions,  236.  —  Necessity  of  carrying  the 
struggle  into  politics  and  legislation,  236.  —  Bearing  of  the  Sherman  act 
upon  the  situation,  237.  —  The  National  Association  of  Manufacturers, 
its  growth  and  activities,  238.  —  The  activities  and  disclosures  of  Mul- 
hall,  240.  —  The  American  Federation  of  Labor  goes  into  politics,  244.  — 
Parliamentary  tactics,  246.  —  The  National  Council  for  Industrial 
Defense,  247.  —  The  American  Antiboycott  Association  and  the  legal 
phase  <rf  the  struggle,  249.  —  Victory  at  first  with  the  employers,  249.  — 
Organised  labor  begins  to  make  gains  after  1908,  251.  —  Three  types  of 
"  labor  "  bills,  254.  —  Progress  in  legislation  with  all  three  types,  255.  — 
Labor  sections  in  the  Clayton  act,  258. 

The  recent  passage  of  the  Clayton  act  is  an  important 
landmark  in  the  stru^e  for  the  control  of  Congress 
which  has  been  going  on  between  the  forces  of  organized 
labor  and  organized  ''  business  "  for  the  past  ten  years. 
The  protagonists  in  this  struggle  have  been,  on  the  one 
hand,  the  American  Federation  of  Labor,  aided  by  the 
great  railway  brotherhoods;  and,  on  the  other  hand, 
the  National  Association  of  Manufacturers,  aided  by  the 
National  Council  for  Industrial  Defense  and  the  Ameri- 
can Antiboycott  Association.^ 

In  a  sense,  the  struggle  dates  back  to  the  eighties, 
tho  the  more  formal  phase  which  I  shall  try  to  describe 
began  in  1903.     Brief  reference  to  this  earlier  period 

>  For  brevity  these  orgaiiiBfttknis  win  hereafter  be  kmrnnnepecti^^  L., 

the  N.  A.  M..  the  N.  C.  I.  D..  and  the  A.  A.  A. 
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suffices  for  understanding  the  more  recent  develop- 
ments. The  growing  power  of  the  trade  unions  had 
reacted  in  the  formation  of  employers'  associations. 
The  first  of  these  of  which  I  find  record  was  the  Stove 
Foimders'  National  Defense  Association,  organized  in 
1886.  This  was  followed  in  the  next  decade  by  many 
others.  Two  tyi)es  may  be  recognized.  One  type,  like 
the  association  just  mentioned,  was  organized  along 
"  industrial  "  lines,  i.  e.,  extending  over  a  given  indus- 
try, and  was  designed  partly  for  general  trade  interests 
and  partly  to  deal  with  the  trade  unions  organized  along 
parallel  lines.  The  other  type  was  made  up  of  em- 
ployers simply  as  employers,  without  reference  to  their 
line  of  business.  These  took  the  name  of  ''  Citizens' 
Alliance,"  "  Citizens'  Industrial  Association,"  "  Em- 
ployers' Association,"  "  Manufacturers'  Association," 
followed  by  the  name  of  the  state  or  city  in  which  they 
operated.  A  list  of  some  two  himdred  organizations, 
made  up  of  both  types,  was  submitted  to  the  House 
investigating  committee  in  1913.  Through  these 
organizations  the  collective  demands  of  labor  were  to  be 
met  by  collective  resistance.  The  strike,  the  boycott, 
and  the  picket  were  to  be  met  by  the  lockout,  the  black- 
list, the  employment  biu'eau  with  registration  of 
laborers,  "  fake "  unions,  strike  fimds,  professional 
strike  breakers,  and  spies. 

Now  behind  all  of  these  more  or  less  militant  activities 
is  the  state.  It  determines  and  attempts  to  enforce  the 
conditions  of  the  contest.  If  the  trade  imion  is  to  use 
the  strike,  the  picket,  and  the  boycott,  they  must  be 
legal.  It  is  therefore  inevitable  that  both  parties 
should  at  least  endeavor  so  to  shape  legislation  as  to 
make  possible  the  free  use  of  their  respective  methods 
of  industrial  warfare.  But  in  applying  this  general 
principle  to  the  congressional  stru^e  we  must  remem- 
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ber  that  our  legislation  in  the  past  has  been  conceived 
in  hannony  with  an  industrial  order  based  upon  the 
theory  of  free  competition.  Under  free  competition, 
usually,  employers  already  have  the  advantage.  Hence 
it  is  for  their  interest  to  maintain  the  status  quo;  and 
hence,  in  the  congressional  struggle,  we  find  them 
uniformly  on  the  defensive,  while  the  trade  imions  are 
uniformly  on  the  aggressive  to  secure  new  legislation.^ 

Coming  now  to  the  concrete  events  of  the  struggle, 
we  have  to  note  that  the  position  of  organized  labor  was 
made  more  insecure  by  the  passage  of  the  Sherman  act 
in  1890.  This  act  unquestionably  sprang  from  fear  of 
capitalistic  rather  than  labor  monopoly.  Indeed,  as  the 
biU  first  passed  the  Senate,  labor  organizations  were 
expressly  excluded  from  its  condenmation;  but  it  was 
re-referred  to  the  Judiciary  committee,  and  when  it 
emei^ed  this  exempting  clause  had  disappeared.  The 
labor  people  were  assiu^  that  it  did  not  apply  to  them; 
nevertheless,  Mr.  Gompers  was  apprehensive,  and,  as 
we  shall  see,  with  good  reason.  Under  the  common 
law,  contracts  in  restraint  of  trade  were  simply  unen- 
forcible;  imder  the  Sherman  law,  combinations  enter- 
ing into  such  contracts  became  criminally  liable. 
Might  not  the  courts  hold  a  trade  imion,  especially  in 
the  exercise  of  the  strike,  the  picket,  and  the  boycott,  to 
be  a  conspiracy  in  restraint  of  trade  ? 

It  was  many  years,  however,  before  this  question  was 
put  to  the  test.  In  the  meanwhile  the  opposing  forces 
devoted  their  energies  to  strengthening  themselves  for 
the  impending  struggle.  Under  the  leadership  of  Pres- 
ident Gompers,  the  American  Federation  of  Labor 

>  There  an  a  few  exoeptloDa  to  this  rule,  as,  for  example,  a  biU  introduced  by  Mr. 
TowDsend  of  MiefaUtan  and  opposed  by  the  A.  F.  L.,  providing  for  the  oompulaory 
inveetication  of  strikes:  also  a  proposition  looking  toward  the  placing  of  the  railway 
service  and  certain  other  public  utilities  on  a  quasi  military  footing,  in  which  employees 
would  be  forbidden  to  strike. 
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gained  rapidly  in  niunbers.  Organized  in  1881;  its 
membership  in  1890  was  a  little  less  than  a  quarter  of  a 
million;  by  the  beginning  of  the  present  century  it  was 
over  half  a  million;  at  the  end  of  the  first  decade,  a 
million  and  a  half,  and  now  (1915)  a  little  over  two 
million.  In  estimating  the  strength  of  organized  labor 
we  must  add  to  the  above  figures  some  half  a  million 
more  for  the  membership  of  the  railway  brotherhoods 
and  other  labor  organizations  not  affiliated  with  the 
A.  F.  L.  but,  in  general,  sympathetic  with  its  purposes 
and  ideals.  Tho  the  A.  F.  L.  disclaims  any  socialistic 
aspirations,  its  demands  are  sufficiently  radical.  The 
free  right  to  use  the  strike,  picket,  and  boycott  to  en- 
force collective  bargaining,  backed  by  a  powerful 
organization  with  millions  of  members,  might  revolu- 
tionize the  competitive  order.  Employers  were  justi- 
fied, from  their  point  of  view,  in  becoming  alarmed.  At 
any  rate,  they  were  alarmed  and  began  to  organize. 

Most  important'  among  the  employers'  associations 
was  the  National  Association  of  Manufacturers.  It 
first  appeared  as  a  voluntary  association  in  1895,  but 
was  afterwards  (1906)  chartered  as  a  membership  cor- 
poration under  the  laws  of  the  state  of  New  York.  It 
was  not  organized  along  the  lines  of  any  single  industry, 
but  solicited  membership  from  individuals,  partner- 
ships, and  corporations  engaged  in  all  kinds  of  manu- 
facturing. Neither  was  it  organized  primarily  for 
fighting  trade  unions.  Its  fimction  was  to  assist  manu- 
facturers in  many  interests  which  they  had  in  common. 
It  publishes  two  export  magazines  and  a  domestic 
magazine  known  as  American  Industries.^  It  conducts 
a  foreign  department  for  the  purpose  of  building  up 

1  The  N.  A.  M.,  being  a  "  membership  corporation  "  has  no  authority  to  engage  in 
any  business  for  profit.  The  publishing  business  is  conducted  by  an  auxiliary  corpora- 
tion, the  National  Manufacturers'  Company. 
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American  export  trade,  and  a  legal  department  wherein 
advice  is  given  to  members  on  questions  of  corporation 
and  state  law.  It  maintains  a  foreign  and  domestic 
collection  department.  It  is  sustained  by  an  annual 
membership  fee  of  $50,  and  at  present  claims  about 
4000  members,  representing  plants  whose  combined 
capital  is  about  $10,000,000,000  and  which  employ 
about  5,000,000  laborers. 

Its  aggressive  campaign  against  organized  labor 
dates  from  1903.  In  the  convention  of  that  year,  held 
in  New  Orleans,  David  M.  Parry,  the  recently  elected 
president,  endeavored  to  arouse  his  fellow  manufac- 
turers to  a  realizing  sense  of  the  dangers  that  awaited 
them.  Especially  was  his  animosity  directed  against 
the  closed  shop,  the  boycott,  and  the  strike,  and  against 
all  legislative  efforts  to  exclude  labor  imions  from  the 
operation  of  the  Sherman  law  and  from  liability  to  in- 
junction by  the  courts.  During  his  term  as  president 
(1902-1906)  he  devoted  his  energies  chiefly  to  the  task 
of  strengthening  the  organization.  In  this  he  was  very 
successful,  the  membership  increasing  from  about  700 
to  a  little  less  than  4000  during  his  term  of  office.  The 
active  management  of  the  association  was  left  almost 
entirely  in  the  hands  of  the  secretary,  Mr.  Marshall 
Gushing.  From  his  headquarters  at  170  Broadway,^ 
Gushing  directed  a  remarkable  campaign.  Just  what 
aU  his  activities  were  is  known  only  to  himself.  His 
methods  were  subterranean  and  secretive.  He  refused 
to  make  detailed  reports  of  his  activities  to  his  superior 
officers,  and  ultimately,  on  being  given  the  choice, 
resigned  from  the  association  rather  than  make  such 
reports  (1907).  It  was  testffied  before  the  House  com- 
mittee that  employees  were  recorded  on  his  books  by 
niunber  instead  of  name,  that  they  were  not  allowed  to 

^  The  picocnt  headqiiarten  are  at  30  Churoh  Street,  New  York. 
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hand  in  any  detailed  expense  accounts,  that  they  were 
paid  by  checks  made  payable  to  "  cash  "  or  "  bearer  " 
which  they  were  forbidden  to  endorse,  and  that  he  had 
on  his  pay-roll  the  private  secretary  of  one  of  the 
United  States  senators,  who  kept  him  informed  as  to  the 
contents  of  the  Senator's  private  correspondence. 

One  of  these  employees,  No.  11,  was  Martin  M.  Mul- 
hall,  whose  sensational  disclosure  of  the  activities  and 
methods  of  the  N.  A.  M.  was  published  in  the  New  York 
World  and  Chicago  Tribune  in  the  smnmer  of  1913,  and 
led  to  a  most  illuminating  congressional  investigation  of 
the  political  methods  both  of  the  N.  A.  M.  and  the 
A.  F.  L.i  Mr.  Mulhall  was  first  brought  to  Cushing's 
attention  in  1902  because  of  his  success  in  organizing  at 
Baltimore,  in  behalf  of  the  Republican  National  Ck>m- 
mittee,  a  "  Workingmen's  Protective  Association " 
which  was  alleged  to  be  politically  effective.     He  was 

.  1  The  circumstaQoes  leading  to  this  investigation  are  aa  follows.  In  the  fall  of  1911, 
Mr.  MuIhaU  endeavored  to  engineer  a  deal  between  Mr.  John  Gardner,  of  the  United 
States  Brewers'  Association,  and  the  Republican  organisation  in  Maine.  Apparently 
Mr.  Gardner  was  to  render  financial  assistanoe  to  the  Republican  organisation  and 
incidentally  assist  in  the  election  of  a  candidate  to  Congress  favorable  to  the  N.  A.  M.. 
in  return  for  the  resubmission  of  the  Prohibition  amendment  to  the  Maine  Constitution. 
Whether  this  project  was  instituted  by  Mr.  Mulhall  as  a  personal  venture  or  was  done 
wHh  the  consent  and  approval  of  his  superior  officers  is  uncertain.  The  testimony  is 
conflicting.  At  any  rate,  this  affair  embroiled  him  with  Mr.  Littlefidd,  who  is  a  pro- 
hibition Republican,  and  through  Mr.  littlefield,  with  the  Association.  He  was  forced 
to  resign  his  position.  He  had  in  his  possession  a  voluminous  correspondence  extending 
over  nearly  ten  years  and  relating  to  the  political  and  lobbying  activities  of  the  N.  A.  M. 
After  his  forced  resignation  he  attempted  to  interest,  first.  Representative  WilHam  B. 
Wilson,  and  then  Mr.  Gompers  in  the  plan  of  using  this  correspondence  as  the  basis  of 
a  disdoeure  of  the  practices  of  the  N.  A.  M.  Failing  in  his  efforts  in  these  directions  ha 
finally  sold  his  "  stoiy  "  and  the  entire  correspondence  to  the  New  York  Worid  for 
$10,000,  which  paper  made  an  agreement  with  the  Chicago  Tribime  in  accordance  with 
which  the  matter  appeared  in  both  papers  on  the  same  day,  June  29, 1913.  This  sensa- 
tional article  involved  charges  of  corruption  against  several  members  of  the  House  and 
Senate,  and  led  to  a  thoro  investigation  of  the  whole  matter  by  committees  from  each 
house.  The  h«^T«ng>  were  comprehensive  and  extended  through  the  whole  summer. 
The  charges  were  not  substantiated,  — at  least,  direct  bribery  and  corruption  were  not 
proved:  tho  in  the  case  of  Mr.  McDermott  of  Chicago,  the  House  committee  found 
him  guilty  of  "  acts  of  grave  impropriety,  unbecoming  the  dignity  of  the  distinguished 
position  he  occupied."  It  also  found  evidence  of  the  sinister  influence  of  the  N.  A.  M.'s 
lobby  everywhere  in  and  about  the  Capitol.  Its  hearings  cover  2936  pages,  and  its 
final  report  is  to  be  found  in  the  Congressional  Record.  -  The  Senate  hearings  are  even 
more  voluminous. 
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employed  two  years  later  by  the  N.  A.  M.  at  a  salary  of 
$40  a  week  and  $100  for  expenses,  and  instructed,  as  one 
of  his  duties,  to  continue  the  formation  of  similar  asso- 
ciations elsewhere  for  the  benefit  of  his  new  employers. 
These  Workingmen's  Protective  Associations  were 
made  up  of  groups  of  workingmen  assembled  into  loose, 
ephemeral  organizations  just  before  a  political  cam- 
paign, dissolving  when  the  campaign  was  over.  In  the 
Mulhall  expense  accoimts  submitted  to  the  N.  A.  M.  and 
paid  by  it  are  nimaerous  items  such  as  these:  ''  Paid  to 
one  member  of  the  Retail  Clerks'  Union,  $40  ";  ''  Paid 
to  one  member  of  the  Silk  Weavers'  Union,  $30." 
Apparently  it  was  Mulhall's  policy  to  seek  out  trade 
union  men  whom  he  judged  to  possess  the  right  qualities 
of  heart  and  mind  and  induce  them  for  a  substantial 
consideration  to  organize  their  fellow  workmen  into 
these  temporary  political  clubs.  Just  what  arguments 
they  were  to  use  with  their  fellows  does  not  appear. 
The  name  suggests  that  the  ostensible  purpose  may  have 
been  the  maintenance  of  the  protective  tariff.  But 
whatever  the  ostensible  purpose,  the  real  purpose  was 
to  secure  the  election  of  the  candidate  —  usually 
Republican  —  whose  economic  views,  especially  in 
regard  to  labor  matters,  were  known  to  be  in  harmony 
with  those  of  the  N.  A.  M. 

"  Usually  Republican,"  I  say.  The  N.  A.  M.  was  not 
partisan.  If  the  Democratic  candidate  was  more  fully 
committed  to  its  views  than  the  Republican,  he  received 
its  active  support.  Indeed,  on  one  occasion  it  secretly 
supported  one  Hubschmit,  a  Socialist,  in  the  hope  of 
drawing  away  Democratic  votes.  Nevertheless,  ad- 
mitting exceptions,  the  RepubUcan  party  was  felt  by 
the  association  to  represent  its  position  more  cheerfully 
and  whole-souledly  than  the  Democratic,  and  hence 
there  was  a  growing  tendency  for  the  lines  of  political 
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cleavage  to  coincide  with  the  lines  of  economic  cleavage. 
Mr.  Taft  was  frankly  the  candidate  of  the  N.  A.  M.  and 
Mr.  Wilson  that  of  the  A.  F.  L.  in  the  presidential 
campaign  of  1912. 

Mr.  Mulhall's  activities  in  behalf  of  the  N.  A.  M.  were 
not  confined  to  the  "  field  work  "  above  described.  He 
was  also  employed  as  a  lobbyist  in  Washington.  In 
this  capacity  he  was  under  the  direct  supervision  of  Mr. 
James  A.  Emery,  counsel  for  the  National  Coimcil  for 
Industrial  Defense  —  an  organization  whose  relation  to 
the  N.  A.  M.  will  presently  be  described.  He  procured 
bills,  documents,  reports;  secured  the  dissemination  of 
campaign  literature  imder  the  franks  of  friendly  con- 
gressmen; and  professed  to  obtain  advance  information 
on  all  matters  pertaining  to  labor  legislation.  He  was 
assisted  in  these  activities  by  I.  H.  McMichael,  the 
chief  page  of  the  House,  whom  he  paid  under  the 
authority  of  his  employers  $50  a  month  for  his  services. 
He  also  obtained  a  room  in  the  Capitol  building  to  assist 
him  in  carrying  on  his  lobbying  activities;  but  this  was 
his  own  venture,  and  apparently  was  not  approved  by 
his  employers. 

If  one  were  to  take  the  Mulhall  letters  at  their  face 
value,  one  would  suppose  him  to  have  been  a  person 
of  influence  and  consequence  with  congressmen.  He 
professes  to  have  dictated  for  his  employers  the  appoint- 
ment of  friendly  congressmen  on  committees  and  sub- 
committees, to  have  secured  the  reference  of  imdesired 
bills  to  "  safe  "  committees  (t.  e.,  committees  which 
could  be  trusted  not  to  report  them),  to  have  induced 
members  of  Congress  to  absent  themselves  both  from 
the  floor  of  the  House  and  from  committees  when  im- 
portant votes  were  to  be  taken,  and  so  on.  The  evi- 
dence clearly  shows  that  Mr.  Mulhall  entertained  an 
exaggerated  opinion  of  his  own  powers  in  these  respects. 
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But  the  evidence  also  shows  that  his  employers  believed 
him  to  exercise  these  cryptic  influences  and  held  him  in 
high  esteem  precisely  because  they  so  believed.*  He 
was  retained  in  the  employ  of  the  association  imtil  the 
close  of  1911.  During  the  fall  of  that  year  he  fell  from 
grace  because  of  a  political  indiscretion  and  was  con- 
sequently discharged. 

The  political  activities  of  the  N.  A  M.  were  not  all  of 
the  subterranean  character  suggested  by  the  Mulhall 
and  Gushing  campaigns.  It  used  the  Chautauqua 
platforms  for  disseminating  its  philosophy  and  appeared 
by  counsel  before  congressional  committees  when 
pubUc  hearings  were  granted.  Its  magazine,  American 
Industries,  was  of  course  circulated  as  widely  as  pos- 
sible. It  endeavored  to  interest  the  college  world  in  its 
propaganda.  Its  secretary,  Mr.  Schwedtman,  made  a 
carefully  prepared  address  before  the  joint  session  of  the 
American  Association  for  Labor  Legislation  and  the 
American  Economic  Association  at  the  St.  Louis  meet- 
ing in  1910,  and  after  the  address  endeavored  to  indoc- 
trinate a  number  of  college  professors  with  his  views. 

1  Mr.  Bird,  general  manager  of  the  N.  A.  M.,  was  asked,  "  Would  not  you,  as  manager 
of  your  association,  have  been  perfectly  satisfied  if  Mr.  Mulhall  could  have  done  what 
he  was  pretending  to  do  7  "  Ho  replied,  "  If  he  oould  have  done  it,  he  would  have  been 
a  wonderful  man  and  I  would  have  been  entirely  satisfied."  —  House  hearings  on  the 
Lobby,  page  2087.  And  later,  the  question  being  of  Mr.  Mulhall's  having  induced 
thirteen  members  of  Congress  who  had  previously  voted  with  Hughes  on  the  Hughes 
amendment  (see  page  256)  either  to  absent  themselves  or  vote  against  it,  Mr.  Bird,  on 
being  asked  whether  he  thought  that  was  the  proper  thing  to  do,  replied:  "On  the 
Hughes  amendment  7  I  should  say  yes:  absolutely  right,  and  they  ought  to  have 
monuments  built  to  them  if  they  stayed  away."  "  Whatever  the  inducements  were  7  " 
*'  I  do  not  care  what  the  inducements  were.  It  is  a  question  of  what  is  the  manufac- 
turer or  the  merchant  or  the  consumer  going  to  have  in  the  way  of  legislation.  And  if 
those  thirteen  men  saw  the  light  of  day  from  any  effort  by  Colonel  Mulhall,  I  will 
retract  everjrthing  I  have  ever  said  about  him,  and  Qod  knows  I  have  said  enough."  — 
Ibid.,  p.  2090.  There  was  at  one  time  a  proposition  to  elect  Mr.  Mulhall  to  Congress. 
The  following  is  from  a  letter  from  Mr.  Kirby  to  Mr.  Bird:  "  Now,  I  have  no  doubt  but 
that  the  Colonel  not  only  oould  get  the  nomination,  but  also  could  be  elected  to  Congress, 
and  I  am  wondering  where  he  would  be  useful  to  us.  He  certainly  would  be  Uko  '  the 
Thompson  door  plate,'  a  '  handy  thing  to  have  in  the  House,'  but  I  should  hate  very 
mueh  to  lose  his  services  and  influence  on  the  outside.  Really,  I  do  not  know  how  we 
oould  replace  him."  —  Ibid.,  p.  2222. 
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It  exerted  pressure  to  secure  the  appointment  of  Pres- 
ident Butler  of  Columbia  and  Professor  Laughlin  of  the 
University  of  Chicago  on  the  Commission  on  Industrial 
Relations  authorized  by  act  of  Congress  in  1912.  It 
also  endeavored  to  secxire  the  appointment  of  its  secre- 
tary, Mr.  Schwedtman,  on  the  same  commission.  It 
used  the  "  back-fire  "  method  with  effect.  At  the 
Republican  National  Convention  in  1908,  Mr.  Gompers 
was  on  hand  with  a  demand  for  labor  planks  in  the  plat- 
form. Mr.  Van  Cleave,  president  of  the  N.  A.  M.  from 
1906  to  1909,  Mr.  Emery,  and  Mr.  Mulhall  were  also 
there  to  represent  the  interests  of  organized  business. 
There  was  evidently  some  wavering  on  the  part  of  the 
committee  on  resolutions.  The  arguments  of  Mr. 
Gompers  were  very  persuasive.  But  the  "  back-fire" 
methods  of  the  manufactxirers  proved  more  so.  Mr. 
Van  Cleave  and  his  associates  claim  to  have  engineered 
the  sending  of  20,000  telegrams  at  the  psychologic 
moment  from  employers  all  over  the  country,  and  the 
obnoxious  labor  planks  demanded  by  Mr.  Gompers  were 
thrown  out. 

All  of  this  political  activity  on  the  part  of  the  N.  A.  M. 
soon  developed  its  logical  result:  it  compelled  its  rival 
to  do  likewise.  Hitherto  the  A.  F.  L.  had  "  kept  out  of 
politics  "  or,  to  quote  Mr.  Gompers,  political  activity 
had  been  "  sporadic  rather  than  systematic."  Politics 
and  religion  had  been  subjects  tabu  in  all  union  meet- 
ings. But  now  in  1906,  finding  all  of  its  attempts  to 
seciu^  legislation  successfully  baffled,  and  observing  the 
growing  power  of  the  employers'  associations,  it  delib- 
erately resolved  to  go  into  politics  and  elect  men 
pledged  to  its  ideas.  Several  courses  were  open.  It 
might  have  formed  an  independent  labor  party;  it 
might  have  cast  its  lot  with  the  rising  Socialist  party; 
it  might  follow  the  lead  of  its  rival  and  play  one  of  the 
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great  parties  against  the  other.     The  last  named  course 
was  chosen. 

A  bill  of  grievances  was  drafted,  signed  by  the  full 
executive  council,  and  addressed  to  President  Roosevelt, 
Senator  Frye  (president  pro  tempore  of  the  Senate),  and 
Speaker  Cannon.  The  dociunent  embodied  specifically 
labor's  demands  for  legislation,  and  closed  with  these 
significant  words:  ''  We  present  these  grievances  to 
your  attention  because  we  have  long,  patiently,  and  in 
vain  waited  for  redress.  .  .  .  Labor  brings  these  its 
grievances  to  your  attention  because  you  are  the  repre- 
sentatives responsible  for  legislation  and  failure  of 
legislation.  .  .  .  Labor  now  appeals  to  you  and  we 
trust  that  it  may  not  be  in  vain.  But  if,  perchance,  you 
may  not  heed  us,  we  shall  appeal  to  the  conscience  and 
support  of  our  fellow  citizens."  At  this  time  also  it 
adopted  a  form  of  words  which  it  has  used  ever  since  as 
a  slogan.  ''  Let  organized  labor's  slogan  live  in  its 
deeds. —  stand  faithfully  by  our  friends;  oppose  and 
defeat  our  enemies,  whether  they  be  candidates  for 
President,  for  Congress  or  other  office,  whether  execu- 
tive, legislative,  or  judicial.  Men  of  labor,  stand 
true! " 

The  lines  of  action  adopted  by  the  A.  F.  L.  to  make 
its  political  policy  practically  effective  were  as  follows. 
Its  representatives  appeared  before  the  national  party 
conventions,  demanding  "  labor  "  planks  in  party  plat- 
forms. Through  its  legislative  committee  (a  standing 
committee  appointed  expressly  for  this  purpose)  and  its 
official  organ,  the  American  Federationist,  it  kept  all  of 
its  scattered  members  informed  of  the  labor  bills  before 
Congress  and  of  the  votes  of  their  Representatives  in 
Congress  on  these  bills.  It  endeavored,  whenever 
possible,  to  secure  the  election  to  Congress  of  labor 
members,  i.  e.,  bona  fide  imion  men  holding  imion  cards. 


Digitized  by  LjOOQ IC 


246  QUARTERLY  JOURNAL  OF  ECONOMICS 

It  is  non-partisan  in  the  same  sense  as  its  rival.  On  the 
vital  question  of  determining  in  a  given  district  which 
candidate  should  be  supported  and  which  opposed,  the 
policy  has  been  to  leave  the  decision  to  the  local  organ- 
izations in  the  district.  They  were  kept  informed,  in 
the  manner  stated,  of  the  candidate's  record;  then,  if 
invited,  the  Federation  sent  out  speakers  and  organizers 
and  disseminated  campaign  literature.  like  its  rival, 
it  often  used  the  franks  of  friendly  congressmen  for  the 
last  pmpose,  and,  like  its  rival  also,  it  used  the  ^^  back- 
fire "  method  effectively.  The  funds  for  carrying  on 
these  campaigns  were  raised  by  contributions  from  the 
entire  membership.  About  $8000  were  so  raised  in  the 
campaign  of  1908.  In  1912,  however,  the  policy  of 
raising  funds  was  abandoned.^ 

The  parliamentary  tactics  following  the  aggressive 
attitude  of  these  formidable  rivals  were  curious.  The 
Republican  party,  which  was  responsible  for  legislation, 
felt  that  labor  bills  must  not  be  allowed  to  go  through. 
The  party  "  war-chest  "  was  too  dependent  upon  cam- 
paign contributions  from  business  men;  and  probably 
most  of  the  members  honestly  disapproved  of  what 
seemed  to  them  paternalistic  meddling,  or  "  class " 
legislation.  Individual  congressmen,  however,  were 
placed  in  a  delicate  situation;  especially  if  they  repre- 

1  Mr.  Gompera  givw  as  a  reason  for  this  change  of  policy  that  it  was  putting  a 
weapon  in  the  hands  of  their  enenues.  "  The  men  of  labor  were  never  so  actlTe,*'  he 
says,  "  in  any  political  campaign  as  th«y  were  in  the  campaign  of  1908,  but  our  veiy 
publicity,  our  very  activity,  was  turned  by  the  representatives  of  the  National  Associa- 
tion of  Manufacturers  and  by  the  men  of  vested  interests  to  their  own  account.  In 
other  words,  men  who  were,  say,  opposed  as  a  matter  of  party  principle,  probably,  to 
the  election  of  Mr.  Taft,  were  driven  into  supporting  Mr.  Taft  because  as  the  National 
Association  of  Manufacturers  declared  every  moment  they  had  the  opportunity,  the 
country  would  go  to  the  damnation  bow-wows  if  Mr.  Taft  should  be  beaten  and  Mr. 
Bryan  elected."  House  Hearings  on  the  Lobby,  page  2472.  Perhaps,  also,  the  growing 
strength  of  the  Socialist  movement  within  the  A.  F.  L.  may  have  had  something  to  do 
with  this  change  of  pcdicy.  The  Socialist  members  would  be  opposed  on  principle  to 
the  policy  of  contributing  to  the  election  of  any  candidate  other  than  a  socialist.  In 
the  election  for  preddent  of  the  A.  F.  L.  in  1912,  Max  Hayes,  the  candidate  of  the 
Socialist  members,  polled  5.073  votes  against  11,974  for  Mr.  Qompers. 
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sented  a  labor  district.  They  must  display  a  consuming 
sseal  for  "  labor  "  by  tongue  and  by  pen  in  order  to 
stand  a  chance  of  being  elected  at  all.  They  might  even 
pledge  themselves  to  vote  for  specific  bills,  if  opportu- 
nity offered.  But  the  bills  must  not  get  through.  A 
masterly  policy  of  ineffective  activity  was  thus  indicated 
as  meeting  the  situation.  Bills  were  permitted  to  pass 
the  House  with  the  understanding  that  they  would  be 
lost  or  smothered  in  the  Senate,  —  Senators  not  being 
quite  so  dependent  on  the  popular  vote.  Bills  were 
referred  to  conamittees  and  by  them  to  sub-conmiittees 
from  which  they  were  never  to  emerge.  Committees 
and  sub-conamittees  were  not  called  together  by  their 
chairmen  or,  if  called,  could  not  muster  a  quorum. 
Ebd^nded  and  dilatory  hearings  were  granted.  Labor 
bills  were  emasculated  by  "  jokers."  Speaker  Cannon, 
always  loyal  to  the  interests  of  the  employing  class, 
made  up  the  Labor  and  Judiciary  conunittees  so  that 
they  would  be  a  graveyard  of  all  labor  bills. 

The  effective  etherization  of  labor  bills  was  the  special 
function  of  the  National  Council  for  Industrial  Defense. 
The  N.  A.  M.  itself  was  not  altogether  suited  for  this 
purpose.  It  had  been  organized  for  many  purposes 
besides  attacking  labor  unions,  and  some  of  the  members 
might  protest  were  it  to  appropriate  money,  raised  from 
their  annual  dues,  to  this  object.  Moreover,  it  was  not 
so  broadly  representative  as  it  might  be.  As  we  have 
seen,  it  was  only  one,  tho  perhaps  the  most  powerful 
one,  of  a  great  number  of  employers'  associations,  which, 
however  they  might  differ  in  other  respects,  had  one 
thing  in  common,  antagonism  to  certain  forms  of  labor 
legislation.  It  occurred  to  the  officers  of  the  N.  A.  M. 
that  all  this  latent  power  might  be  brought  to  a  focus. 
As  early  as  1904  an  effort  had  been  made  to  form  such 
a  representative  organization  under  the  name  of  the 
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Citizens'  Industrial  Association  of  America,  but  the 
form  of  organization  did  not  prove  wholly  satisfactory. 
Accordingly  in  August,  1907,  on  the  invitation  of  ]Vfr. 
Van  Cleave,  then  president  of  the  N.  A.  M.,  a  conference 
was  held  of  representatives  of  about  a  dozen  of  the  most 
powerful  of  these  employers'  associations.  As  a  result 
of  several  such  conferences  a  very  loose  form  of  volun- 
tary association,  known  as  the  National  Council  for 
Industrial  Defense,  was  devised.  This  Council  consists 
of  a  self-perpetuating  conmiittee  of  three,  —  a  chair- 
man, a  treasurer,  and  a  coimsel.  The  chairman  and 
treasurer  have  as  a  matter  of  fact  been  the  chief  officers 
of  the  N.  A.  M.,  and  from  the  beginning  Mr.  James  A. 
Emery  has  been  retained  as  counsel  at  a  salary  of  $12,000 
a  year.  The  only  connection  between  this  self-perpet- 
uating committee  and  its  clientele  is  this:  a  blank  form 
of  "  power  of  attorney  "  was  drafted,  which  all  kinds  of 
employers'  associations  are  invited  to  sign  through  their 
proper  officers,  entrusting  to  Mr.  Emery  full  authority 
to  represent  them  in  all  matters  pertaining  to  labor 
legislation,  state  and  national.  There  is  no  stated 
fee,  but  the  associations  are  solicited  to  subscribe  to 
the  necessary  expenses  of  the  Council  such  sums  as 
they  are  willing  to  give.  Thus  the  N.  A.  M.,  tho  in 
reality  the  guiding  spirit  of  the  Coimcil,  is  in  appear- 
ance only  one  of  some  two  hundred  employers'  associa- 
tions that  have  given  Mr.  Emery  authority  to  represent 
them.  When  Mr.  Mulhall  was  in  its  employ,  it  sub- 
scribed half  his  time  as  its  contribution  to  the  funds  of 
the  Council. 

Encouraged  by  the  success  of  its  defensive  fight 
against  "  vicious  class  legislation  "  and  the  "  wicked 
labor  trust "  the  N.  A.  M.,  now  resolved  to  force  the 
fighting  by  an  attack  through  the  courts.  For  this 
purpose  it  had  an  organization  ready  to  hand.    Just  as 
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the  N.  C.  I.  D.  had  been  created  for  the  purpose  of 
fighting  labor  legislation  in  Congress  and  the  state  legis- 
latures, so  the  American  Antiboycott  Association  had 
been  created  for  attacking  organized  labor  through  the 
courts.  This  association  dates  back  to  1902,  and  like 
the  N.  C.  I.  D.  it  raises  funds  and  retains  permanent 
counsel.  Its  piupose  is  stated  to  be,  ''  the  sjnstematic 
interpretation,  enforcement,  and  preservation  of  the  law 
against  boycotting,  picketing,  sympathetic  and  other 
unlawful  strikes." 

This  attack  materialized  in  the  famous  Buck's  Stove 
and  Danbury  Hatters'  cases.  It  is  unnecessary  here 
to  go  into  details,  tho  it  is  interesting  to  note  the 
significant  fact  that  Mr.  Van  Cleave,  who  had  just 
been  elected  president  of  the  National  Association  of 
Manufacturers,  was  also  the  president  of  the  Buck's 
Stove  Company.  Both  of  these  cases  were  more  than 
mere  trials  to  find  out  whether  a  specific  defendant  were 
guilty  or  innocent  of  offense  under  the  law.  They  were 
test  cases  to  determine  the  scope  of  the  law,  and  as  such 
were  battles  royal  between  the  armies  of  organized  labor 
on  the  one  hand  and  those  of  organized  business  on  the 
other.  In  both  cases  the  expenses  for  the  defense  were 
borne  by  contributions  from  the  entire  membership  of* 
the  A.  F.  L.,  and  the  expenses  for  the  prosecution,  by 
the  A.  A.  A.  As  test  cases  also  they  were  both  fought 
through  every  conceivable  device  of  appeal  and  retrial, 
and  not  until  the  present  year  (1915)  has  the  last  word 
been  said. 

In  the  first  round  in  both  cases  the  employers  won 
decisive  victories.  In  December,  1907,  Justice  Ashley 
M.  Gould,  of  the  Supreme  Court  of  the  District  of 
Columbia,  granted  a  most  sweeping  order  of  injunction 
in  restraint  of  the  Buck's  Stove  boycott,  and  about  a 
year  later  Judge  Wright,  of  the  same  court,  for  alleged 
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violation  of  this  order,  declared  Samuel  Gompers,  Frank 
Morrison,  and  John  Mitchell  in  contempt  of  court,  and 
sentenced  them  respectively  to  a  year's,  nine  months' 
and  six  months'  imprisonment.  In  February,  1908,  the 
Supreme  Court  of  the  United  States  handed  down  an 
opinion  that  labor  imions  in  the  exercise  of  the  boycott 
might  come  under  the  condemnation  of  the  Sherman 
law,  and  in  the  fall  of  the  following  year  the  Hatters' 
Union,  on  the  strength  of  this  opinion,  was  mulcted 
under  the  threefold  damages  clause  of  this  act  in  the 
sum  of  $232,240  resulting  from  the  boycott  against 
Loewe  &  Company. 

At  no  time,  from  the  standpoint  of  organized  labor, 
had  the  situation  looked  darker  than  in  1908  in  the 
months  following  the  above  mentioned  handing  down 
of  an  opinion  by  the  Supreme  Court.  A  few  trade 
union  members  had  been  elected  to  Congress,  it  is  true, 
and  a  few  comparatively  insignificant  labor  bills  had 
been  passed;  but  its  opponents  had  been  able  to  block 
successfully  all  reaUy  important  legislation.  They 
were  thoroly  organized  in  three  powerful  associa- 
tions, each  specialized  to  secure  the  maximum  eflGiciency. 
They  possessed  wealth  and  the  aggressive  virility  of 
habitual  mastership,  and  that  advantage  of  position 
which  comes  from  being  obliged  to  maintain  a  generally 
accepted  social  and  legal  philosophy;  while  the  labor 
people  were  under  the  necessity  of  indoctrinating  the 
community  with  a  new  one.  Moreover,  in  the  mere 
matter  of  membership,  the  Federation  seemed  to  have 
reached  high  water  mark.  After  1904,  the  membership 
actually  declined,  and  the  record  of  that  year  was  not 
again  attained  until  1911.  And  now  in  quick  succession 
came  three  body  blows  from  the  courts:  the  boycott 
could  be  restrained  by  judicial  order,  violators  could  be 
summarily  punished  for  contempt,  and  labor  imions 
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could  be  mulcted  in  heavy  damages  under  the  Sherman 
law. 

But  the  situation,  tho  grave,  proved  stimulating 
rather  than  crushing.  Organized  labor  redoubled  its 
efforts.  A  conference  was  called  in  Washington,  and 
labor's  demands  in  the  form  of  specific  bills  were  pre- 
sented to  Congress.  The  dominant  party  was  informed 
that  a  vote  to  adjourn  without  passing  these  bills  would 
be  considered  a  hostile  vote.  A  vigorous  "  back-fire  " 
campaign  was  instituted  and  letters  began  to  pour  in 
from  all  parts  of  the  country  demanding  the  passage  of 
these  bills.  The  legislative  committee  was  enlarge 
and  a  canvass  of  the  entire  House  was  made.  Two 
hundred  and  fifty  members  pledged  themselves  to  vote 
for  these  bills,  if  opportunity  offered.  Demands  were 
made  at  all  the  national  party  conventions  for  labor 
planks  in  the  party  platforms. 

From  this  time  the  tide  began  slowly  to  turn.  The 
membership  of  the  A.  F.  L.  increased  steadily  after 
1909,  —  about  half  a  million  in  five  years.  Altho,  as 
noted  before,  it  failed  to  secure  satisfactory  planks  from 
the  Republican  national  conventions,  beginning  with 
1908,  it  was  successful  with  the  Democrats  and  later, 
in  1912,  with  the  Progressives.  The  Socialist  platform 
is,  of  course,  a  labor  platform  throughout.  As  a  result 
of  the  campaign  of  1908  the  Republican  majority  in  the 
House  was  reduced,  in  1910  the  Democrats  gained 
control  of  the  House,  and  in  1912  of  the  entire  govern- 
ment.^ The  "  labor  group "  in  Congress  steadily 
gained  in  numbers.  In  the  present  Congress  (sixty- 
third)  there  are  sixteen  Representatives  and  one  Sena- 

1  Of  ooone,  I  do  not  Msert  that  the  political  activity  of  the  A.  F.  L.  is  solely  reepon- 
Mble  for  these  Democratic  gains.  I  beUere  it  to  be,  however,  an  important  oontributinc 
factor. 

The  election  of  1914,  held  since  the  above  paragraph  was  written,  indicates  a 
reaction.  The  Democrats  still  control  the  House,  but  by  a  reduced  majority.  How- 
ever, the  **  labor  group  "  has  been  increased  by  one  member. 
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tor  holding  union  cards.^  Unwilling  testimony  to  the 
growing  power  of  the  A.  F.  L.  may  be  extracted  from  the 
correspondence  of  the  "  enemy."  April  26,  1912,  Mr. 
Emery  writes  to  Mr.  Kirby  (the  president  of  the 
N.  A.  M.,  following  Mr.  Van  Cleave) :  "  The  time  is 
almost  at  hand  when  the  sixteenth  amendment  will 
provide  for  the  possession  of  a  union  card  by  the  Pres- 
ident." And  again  (March  7,  1913) :  "  Be  cheerful  — 
remember  that  the  worst  is  yet  to  come,  and  the  chances 
are  that  next  year  you  will  have  to  resort  to  the  initia- 
tive to  retain  your  position  in  the  Dayton  Manufacturing 
Company,  and  probably  within  ten  years  you  and  I  will 
hobble  up  Pennsylvania  Avenue  to  present  to  a  female 
Congress  assembled  at  the  Capitol  a  petition  for  the 
return  of  male  suffrage."  Mr.  Emery  is  a  vivacious 
writer,  disposed  to  give  a  humorous  turn  of  expression 
to  his  discomforture;  but  these  whimsical  utterances 
indicate  the  bitter  consciousness  of  losing  ground.  It 
is  to  be  noted  that  the  initiative  and  referendum  and 
equal  suffrage  for  women  are  on  the  legislative  program 
of  the  A.  F.  L. 

Three  incidents  will  serve  to  illustrate  the  economic 
pressure  in  our  national  politics.  Mr.  Bannon  of  Ohio, 
was  in  1908  chairman  of  a  sub-committee  having  in 
charge  an  amendment  to  the  Sherman  act,  offered  by 
Mr.  Wilson  of  Pennsylvania,  exempting  labor  unions 
from  its  condemnation.  He  refused  to  call  his  com- 
mittee together;  the  labor  imions  in  his  district  were 
informed  of  his  inaction ;  and  as  a  result  he  was  defeated 

>  The  foUowing  figures  give  the  number  of  *'  union  card  "  members  elected  in  the 
sueoesBiTe  Congressional  elections  since  the  A.  F.  L.  adopted  its  policy  of  political 
activity: 


Representatives.    6  in  1900 
10  "  1908 

15  "  1910 

16  "  1912 

17  "  1914 


Senators.  1  in  1912 
1  ••  1914 


Digitized  by  LjOOQ IC 


ORGANIZED  LABOR  AND  ORGANIZED  BUSINESS  2S3 

for  renomination  at  the  primaries.  Mr.  Gardner  of 
New  Jersey,  had  entered  Congress  as  a  ^^  friend  of 
labor;  "  mdeed,  when  he  was  appointed  chairman  of  the 
CJommittee  on  Labor,  it  was  upon  the  recommendation 
of  Mr.  Gompers.  He  prepared  several  eight-hour  bills. 
On  one  occasion,  however,  for  permitting  one  of  these 
eight-hour  bills  to  be  reported  from  his  committee  he 
was  "  severely  castigated  by  Speaker  Cannon."  More- 
over, he  discovered  that  Mr.  Mulhall  waa  organizing  his 
district  against  him.  From  that  time  his  attitude 
changed.  Previous  to  1910,  he  had  been  supported  by 
the  A.  F.  L.,  and  opposed  by  the  N.  A.  M.,  but  in  the 
campaign  of  that  year  the  r61es  were  reversed.  A 
statement  of  his  votes  and  failures  to  vote  was  prepared 
by  the  Federation  and  sent  to  organized  labor  in  his 
district.  On  the  strength  of  this  record  his  re-election 
was  actively  opposed  by  the  forces  of  organized  labor. 
He  was  actively  assisted  by  the  N.  A.  M.  In  the  cam- 
paign of  1912,  Mr.  Wilson  of  Pennsylvania,  one  of  the 
"  labor  group  "  and  a  veteran  champion  in  proposing 
and  defending  labor  bills,  was  defeated  for  re-election 
through  the  political  activity  of  the  N.  A.  M.  in  his 
district.  Labor  was  vindicated,  however,  by  his 
prompt  appointment  as  first  secretary  of  the  new  De- 
partment of  Labor  in  President  Wilson's  cabinet. 

It  would  be  interesting  to  trace  in  detail  how  this 
political  activity  on  the  part  of  the  A.  F.  L.  was  re- 
flected in  the  increasing  friendliness  of  each  successive 
Congress  to  labor.  But  space  will  not  permit.  It  is 
sufficient  to  note  that  the  sixty-first  Congress,  elected 
in  1908,  was  more  favorable  to  labor's  demands  than 
the  sixtieth;  the  sixty-second  was  more  favorable 
than  the  sixty-first;  and  the  sixty-third  has  already 
granted  the  Federation's  most  radical  demands,  and 
favorable  action  is  looked  for  on  other  bills. 
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The  labor  bills  that  have  been  introduced  into  all  of 
these  Congresses  have  been  numerous  and  cover  a  great 
variety  of  subjects.  They  may  be  roughly  classed  under 
three  heads.  Firsts  there  is  legislation  of  a  general 
character,  not  specifically  dealing  with  the  wag^-eamer, 
but  in  the  estimation  of  the  A.  F.  L.  advantag^us 
to  the  interests  of  the  wage-earning  class,  or  giving 
to  organized  labor  a  position  of  strategic  advantage. 
Under  this  head  could  be  enumerated  the  constitu- 
tional amendments  relating  to  the  income  tax  and 
the  popular  election  of  United  States  Senators.  In  the 
same  class  would  be  put  the  parcels  post,  the  postal 
savings  banks,  publicity  of  campaign  contributions  and 
expenses,  equal  suffrage  for  women,  various  Federal 
investigations  (as,  for  example,  the  Industrial  Relations 
Conmiission),  the  establishment  of  a  Department  of 
Labor,  and  modifications  of  parliamentary  practice 
so  as  to  prevent  the  smothering  of  labor  bills.^ 

Under  the  second  head  should  be  classed  legislation 
specifically  beneficial  to  wage-earners,  whether  imion  or 
non-union.  Here  should  be  put  eight-hour  laws,  laws 
restricting  immigration  (especially  Oriental  immigra- 
tion), workmen's  compensation  and  employers'  liability 
laws,  convict  labor  laws,  child  labor  laws,  and  laws 
regulating  dangerous  trades. 

Finally,  legislation  is  demanded  which  is  distinctly 
union  labor  legislation  —  legislation  which  frankly 
accords  a  position  of  strategic  advantage  to  organized 
labor,  both  as  compared  with  the  employer  and  the 
non-union  competitor.  Under  this  head  are  to  be  put 
the  bills  which  the  A.  F.  L.  has  pressed  with  the  most 

1  House  resolution  806  (June  17, 1910)  wm  an  important  yiotory  for  oisanised  labor 
asainet  the  abuse  of  smothering  biHs  in  oommitteea.  It  provided  that  any  member 
oould  make  a  motion  in  writing  to  dischaige  any  oommittee  fh>m  further  oonslderation 
of  any  specific  bill.  Motions  so  made  were  required  to  be  put  to  the  House  for  passage 
by  the  Speaker  in  the  coder  reoeived.  If  the  motion  prevailed,  this  brought  the  bill 
before  the  House,  where  it  would  be  debated  and  voted  on. 
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intensity  of  earnestness  and  insistence:  modifications 
of  the  Shennan  law  in  such  a  way  as  to  exempt  labor 
unions  from  its  condemnation,  and  modification  of  the 
judicial  processes  of  injunction  and  contempt;  the  end 
and  aim  being  to  secure  to  organized  labor  the  free  and 
untrammeled  use  of  its  weapons  of  the  strike,  the  picket, 
and  the  boycott. 

Legislation  of  the  first  two  types  needs  little  discus- 
sion. The  mere  enumeration  of  the  titles  will  at  once 
suggest  the  progress  that  has  been  made.  On  nearly  all 
the  matters  mentioned  some  legislation  has  been  se- 
cured. In  the  matter  of  workmen's  compensation, 
indeed,  the  two  great  rival  organizations  found  them- 
selves in  approximate  agreement.  While  differing  in 
important  matters  of  detail,  both  the  N.  A.  M.  and  the 
A.  F.  L.  favor  the  general  principle  of  regulating  by 
law  the  compensation  which  shall  be  paid  to  workmen 
injured  by  accident. 

Most  significant  is  the  progress  made  with  legislation 
of  the  third  type.  In  all  of  the  Congresses  to  which 
reference  has  been  made  numerous  bills  relating  to  the 
Sherman  law  and  to  injimction  and  contempt  have  been 
introduced;  but  not  all  of  these  were  approved  by  the 
A.  F.  L.  In  each  Congress,  out  of  the  several  bills 
introduced,  one  or  more  has  been  selected  upon  which 
the  Federation  has  concentrated  its  efforts.  In  the 
sixtieth  Congress  the  Wilson  amendment  to  the  Sher- 
man law  and  the  Pearre  anti-injunction  bill  were  the 
Federation  bills.  Both  measures  got  no  further  than 
the  sub-committees  to  which  they  were  referred.  It 
was  his  refusal  to  call  his  sub-committee  together  on  the 
Wilson  amendment  that  cost  Mr.  Bannon  his  seat  in 
Congress.  In  the  sixty-first  Congress,  the  Federation 
bills  were  an  anti-injunction  bill  offered  by  Mr.  Wilson 
and  the  Hughes  amendment  to  the  Sundry  Civil  Appro- 
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piiation  bill.  The  anti-injunction  bill  was  intro- 
duced as  an  independent  measure,  and,  fearing  that  he 
might  not  succeed  by  this  method,  Mr.  Wilson  also 
endeavored  to  have  it  incorporated,  in  part,  as  an  amend- 
ment to  the  codification  of  the  laws  relating  to  the 
Judiciary  when  the  latter  measure  was  in  conmdttee. 
The  amendment  having  been  ruled  "  not  germane  " 
in  the  committee,  Mr.  Wilson  tried  it  again  from  the 
floor  of  the  House.  The  amendment  passed  the  House 
but  got  no  further.  The  Hughes  amendment  was  of  the 
nature  of  a  rider  attached  to  the  Sundry  Civil  Appro- 
priation bill,  providing  that  none  of  the  money  appro- 
priated under  the  act  should  be  used  for  the  prosecution 
of  labor  organizations  for  alleged  violations  of  the 
Sherman  law  arising  out  of  labor  disputes.  This 
amendment  also  passed  the  House,  but  was  lost  in  the 
Senate.  The  bill  then  went  to  conference.  The  Senate 
conferees  insisted  on  the  rejection  of  the  amendment  but 
the  House  voted  not  to  concur.  Finally,  however, 
because  of  executive  pressure  from  President  Taft  the 
bill  passed  both  houses  without  the  amendment. 

The  parliamentary  career  of  the  above  bills  has  been 
given  in  some  detail  as  illustrating  not  only  the  progress 
of  labor  legislation,  but  also  the  parliamentary  tactics 
resorted  to  by  both  sides  and  the  unremitting  vigilence 
and  pressure  which  were  applied  to  Congress  by  the 
great  economic  rivals.  No  less  interesting  was  the 
contest  in  the  next  Congress.  The  Federation  bills 
were  the  Bartlett-Bacon  bill,  covering  labor's  demands 
with  respect  to  the  Sherman  law,  injunction,  and  con- 
tempt; and,  failing  in  that,  two  Clayton  bills,  covering 
the  matters  of  injunction  and  contempt,  and  specifically 
'^  legalizing  ^'  the  strike,  the  picket,  and  the  boycott, 
but  making  no  reference  to  the  Sherman  law.  The 
Bartlett-Bacon  bill  was  referred  to  the  labor  conmuttees 
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in  both  House  and  Senate.  This  was  contrary  to  prec- 
edent for  such  bills,  but  the  Labor  committees  were 
thought  to  be  more  favorable  to  organized  labor  than 
the  Judiciary.  This  wafi  especially  true  of  the  House 
Labor  committee,  of  which  Mr.  Wilson  was  chairman, 
and  which  contained  several  members  of  the  ''labor 
group."  Mr.  Emery,  in  behalf  of  the  employers,  at 
once  endeavored  to  have  the  bills  re-referred  to  the 
Judiciary  committees.^  He  waa  successful  in  the 
Senate,  but  not  in  the  House.  The  Bartlett  bill  died 
on  the  House  calendar.  Its  twin  in  the  Senate  never 
emerged  from  the  Judiciary  committee.  Failing  in  all 
these  bills  the  Federation  made  another  attempt  on  the 
Sherman  law  by  means  of  a  rider  to  the  Sundry  Civil 
Appropriation  bill  similar  to  that  tried  in  the  preceding 
Congress,  and  here  it  fell  short  of  victory  by  a  very 
narrow  margin.  The  bill  with  the  amendment  passed 
both  houses  of  Congress  and  was  submitted  to  President 
Taft  on  March  4, 1913,  and  was  promptly  returned  with 

1  '*  I  immediately  got  in  touoh  with  Mr.  Cla]rton,  Chairman  of  the-Houae  Judiciaiy 
oommittee,"  aays  Mr.  Emeiy  in  a  letter  to  Mr.  Kiiby,  **  and  called  his  attention  to  the 
reference,  and  he  ezpreeeed  mupxiae,  as  he  realised  the  bill  should  go  to  the  Judiciary 
committee.  ...  I  thought  I  would  appeal  to  Mr.  Clayton's  pride  and  he  gave  every 
evidence  of  being  much  diBpIeased  at  the  reference  of  this  bUl,  and  said  he  would  take 
the  matter  up  on  the  floor  at  once."  —  House  Hearings  on  the  Lobby,  p.  82. 

From  another  letter  touching  the  same  matter:  "  You  know  that  for  the  past  nine 
weeks  our  Democratic  members  of  the  Judiciary  committee  have  been  between  the 
devil  of  Oompers  and  the  deep  sea  of  business  protest  against  the  legislation  which  they 
had  voted  out  of  the  committee,  but  could  neither  frame  a  report  to  vindicate,  nor 
gather  the  courage  to  report  to  the  House.  Becoming  impatient  our  labor  friends  got 
anewbilL  .  .  .  Mr.  Bartlett  of  Georgia  introduced  this  bill  in  the  House,  and  Senator 
Baeon  of  the  same  state  in  the  Senate.  Now  comes  the  game.  The  Bill  was  referred  to 
the  House  committee  on  labor  instead  of  the  Judidaiy  committee  at  Mr.  Bartlett's 
nqoeet.  I  called  your  attention  to  the  faet  that  I  aroused  Mr.  Clasrton's  ire  and  he 
sought  to  secure  a  re-reference,  to  which  Mr.  Bartlett  objected.  .  .  .  The  bill  now  goes 
to  the  House  calendar  and  there  will  be  some  warm  doings.  I  shall  have  a  bulletin  out 
OB  this  interesting  document  shortly.  It  is  interesting  to  observe  that  the  difficult 
Constitutional  questions  which  scared  the  Democratic  Judiciary  committee  through  the 
ropes  are  met  with  a  courage  unequalled  by  a  miner,  a  hat  maker,  and  a  structural  iron 
wofker  whose  preliminaiy  education  has  made  them  utterly  fearless  in  the  presence  of 
any  known  legal  probleml  So  unionists  rash  in  where  lawyers  fear  to  tread.  No  man 
ii  so  eouraeeoos  as  he  who  sits  on  a  powder  keg  in  the  firm  belief  that  it  is  filled  with 
mustard  seed."  —  Ibid.,  p.  84.  The  above  excerpts  throw  an  interesting  side  light  on 
tbe  vlgflenee.  the  taoties,  and  the  attitude  of  mind  of  the  contending  parties. 
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his  veto,  the  veto  being  explicitly  given  because  of  the 
rider.  The  House  passed  the  bill  over  the  President's 
veto,  but  before  it  could  come  up  in  the  Senate  the  sixty- 
second  Congress  had  expired. 

This  brings  us  down  to  the  sixty-third  Congress 
(1913-1915).  The  Democrats  were  now  in  comi>lete 
control  of  the  government;  and  the  Democrats  had 
come  into  power  pledged  by  their  party  platform  to  a 
labor  policy  which  had  been  pronounced  satisfactory 
by  Mr.  Gompers.  The  prospects,  therefore,  for  favor- 
able labor  legislation  look  bright,  and  these  prospects 
have  been  realized.  To  confine  ourselves  to  the  partic- 
ular type  of  bill  last  mentioned,  tho  this  is  by  no  means 
exhaustive,  the  Sundry  Civil  Appropriation  bill  with 
the  Sherman  law  amendment  which  had  been  vetoed 
by  President  Taf t  was  reintroduced  early  in  the  special 
session  and  received  President  Wilson's  signature, 
Jime  23,  1913.  This  was  recognized,  however,  by  Mr. 
Gompers  as  only  a  makeshift.  The  efforts  of  the  labor 
people  have  been  chiefly  concentrated  on  the  Clayton 
bill,  which  apparently  grants  to  organized  labor  its 
most  essential  demands.  It  has  at  last  become  law. 
It  passed  the  House,  June  5, 1914;  the  Senate,  Septem- 
ber 2;  then  went  to  conference;  and  finally  received 
President  Wilson's  signatiu^  October  15.^  The  act  is  of 
a  composite  character  and  deals  with  many  other 
matters  besides  labor.  The  portions  of  especial  interest 
in  this  connection  are  section  6,  and  sections  17  to  24 
inclusive.  Section  6,  relating  to  the  Sherman  law,  is 
as  follows:  '^  The  labor  of  a  human  being  is  not  a  com- 
modity or  article  of  commerce.  Nothing  contained  in 
the  anti-trust  laws  shall  be  construed  to  forbid  the 
existence  and  operation  of  labor,   agricultural,  and 

>  The  CUsrton  aot  is  also  called  the  "  Antetnut  *'  Mt;  its  general  provldons  an 
diseuased  by  PKrfeawr  E.  D.  Danad  in  thia  Journal,  November,  1914. 
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horticultural  organizationSi  instituted  for  the  purpose 
of  mutual  help,  and  not  having  capital  stock  or  con- 
ducted for  profit,  or  to  forbid  or  restrain  individual 
members  of  such  organizations  from  lawfully  carrying 
out  the  legitimate  objects  thereof;  nor  shall  such 
organizations,  or  the  members  thereof,  be  held  or  con- 
strued to  be  illegal  combinations  or  conspiracies  in 
restraint  of  trade,  under  the  anti-trust  laws/*  The  other 
sections  rigidly  define  and  limit  the  power  of  the  courts 
in  granting  temporary  restraining  orders  and  in  issuing 
injunctions;  limiting  the  period  of  temporary  restrain- 
ing orders  to  ten  days,  providing  for  a  hearing,  and 
requiring  security  from  the  applicant  for  an  injunction 
conditioned  on  the  costs  or  damages  of  one  wrongfully 
enjoined.  The  injunction  must  be  specific  in  describ- 
ing the  acts  to  be  enjoined  and  the  person  or  persons 
enjoined.^  Jury  trial,  at  the  option  of  the  accused,  is 
provided  for  in  contempt  cases.  But  the  most  radical 
matter  relating  to  labor  is  contained  in  section  20.  Here 
it  is  provided  that,  unless  it  is  necessary  in  order  to 
prevent  irreparable  loss  of  property,  no  injunction  shall 
be  granted  in  cases  between  employer  and  employed 
arising  out  of  labor  disputes  concerning  the  terms  or 
conditions  of  employment.  It  further  provides  that  no 
injunction  or  restraining  order  shall  prohibit  persons 
singly  or  in  concert  from  terminating  any  conditions  of 
employment  or  persuading  others  to  do  so,  or  from 
attending  at  any  place  for  the  purpose  of  persuading 
others  to  abstain  from  working,  or  from  ceasing  to 
patronize  or  advising  others  to  cease  from  patronizing 
parties  to  such  disputes,  or  from  peaceably  assembling; 
and  finally,  it  provides  that  none  of  the  above  acts 
shall  be  considered  to  be  in  violation  of  any  law  of  the 
United  States. 

i  TliJa  cittuse  k  dedsned  to  prohibit  the  '*  blanket "  injunotion,  whieh  wm  one  of 
the  ehiaf  grievsneee  in  the  Buck's  Stove  oaee. 
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The  law  has  still  to  run  the  gauntlet  of  the  courts 
both  as  to  interpretation  and  constitutionality,  and 
some  uncertainty  has  been  expressed  in  public  comment 
on  the  act  as  to  its  interpretation.  The  insertion  of  the 
words  "  lawful,"  "  lawfully,"  and  "  peaceful  "  in  con- 
nection with  the  permitted  activities  of  labor  organiza- 
tions, and  the  proviso  "  unless  necessary  to  prevent 
irreparable  injury  to  property  or  to  a  property  right " 
appended  to  the  prohibition  of  the  injunction  in  labor 
disputes  will  call  for  legal  construction.^  Doubtless, 
in  its  final  interpretation,  something  will  depend  upon 
the  use  made  by  labor  organizations  of  the  rights  ac- 
corded them  under  the  law,  and  doubtless  more  will 
depend  upon  the  drift  of  public  sentiment  and  opinion 
as  reflected  in  the  election  returns  from  now  on.  We 
may  be  sure  that  the  employers'  associations  will  bring 
the  matter  before  the  courts  and  fight  to  the  last  ditch. 
But  to  the  lay  reader  it  appears  to  be  the  intent  of  the 
act  to  accord  to  organized  labor,  in  so  far  as  the  matter 
comes  within  the  Federal  jurisdiction,  the  right  to  the 

1  That  the  reader  may  form  his  own  opinion  as  to  the  intent  of  the  law,  section  20 
follows  in  full:  "  That  no  restraining  order  or  injunction  shall  be  granted  by  any  court 
of  the  United  States,  or  a  judge  or  the  Judges  thereof,  in  any  ease  between  an  employer 
and  employees,  or  between  employers  and  employees,  or  between  employers,  or  between 
persons  employed  and  persons  seeking  employment,  involving,  or  growing  out  of,  a  dis- 
pute oonoeniing  terms  or  conditions  of  emplojrment,  unless  necessary  to  prevoit 
irreparable  injury  to  property,  or  to  a  property  right,  of  the  party  making  the  applioa- 
tion,  for  which  iniury  there  is  no  adequate  remedy  at  law,  and  such  property  or  property 
right  must  be  described  with  particularity  in  the  application,  which  must  be  in  writing 
and  sworn  to  by  the  applicant  or  by  his  agent  or  attorney. 

"  And  no  such  restraining  order  or  injunction  shall  prohibit  any  person  or  persons, 
whether  singly  or  in  concert  from  terminating  any  rdation  of  employment,  or  from 
ceasing  to  perform  any  work  or  labor,  or  from  recommending,  advising,  or  persuading 
others  by  peaceful  means  so  to  do;  or  from  attending  at  any  place  where  any  such  per- 
son or  persona  may  lawfully  be,  for  the  purpose  of  peacefully  obtaining  or  communicat- 
ing information;  or  from  peacefully  persuading  any  person  to  work  or  to  abstain  from 
working;  or  from  ceasing  to  patronise  or  to  employ  any  party  to  such  dispute,  or  from 
recommending,  advising,  or  persuading  others  by  peaceful  and  lawful  means  so  to  do; 
or  from  paying  or  giving  to,  or  withholding  from,  any  person  engaged  in  such  dispute, 
any  strike  benefits  or  other  moneys  or  things  of  value;  or  from  peaceably  assembling 
in  a  lawful  manner,  and  for  lawful  purposes;  or  from  doing  any  act  or  thing  which 
might  lawfully  be  done  in  the  absence  of  such  dispute  by  any  party  thereto;  nor  shall 
any  of  the  acts  specified  in  this  paragraph  be  considered  or  held  to  be  violations  of  any 
law  of  the  United  States." 
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strike,  the  picket,  the  public  assembly,  and  the  boycott, 
provided  only  that  these  activities  are  unaccompanied 
by  violence.  Mr.  Gompers,  at  least,  regards  the  act  as 
an  unqualified  victory.  In  his  leading  article  in  the 
November  American  Federationist  (1914)  he  says: 
"  The  labor  sections  of  the  Clayton  Anti-trust  act  are  a 
great  victory  for  organized  labor.  In  no  other  country 
in  the  world  is  there  an  enunciation  of  fundamental 
principle  comparable  to  the  incisive,  virile  statement 
in  section  6.  .  .  .  The  declaratory  legislation,  '  The 
labor  of  a  human  being  is  not  a  commodity  or  article  of 
commerce,'  is  the  industrial  Magna  Carta  upon  which 
the  working  people  will  rear  their  structure  of  industrial 
freedom." 

Pmop  G.  Wright. 

HaBYABD  UiaVBBSITT. 
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SUMMARY 

I.  Introductory.  —  Scope  of  the  investigation,  personnel;  statistics, 
262;  Personnel,  263.  —  II.  Applications  of  scientific  management,  267; 
Municipal  and  miscellaneous  work,  267.  —  Railroads  and  public  utili- 
ties, 260.  —  Industrial  plants,  270.  —  Time  study  and  instruction  cards, 
274.  —  Stores  system,  270.  —  Routing,  280.  —  Inspection,  283.  —  Stand- 
ardization of  equipment,  materials,  and  plant,  284.  —  Cost  statistics, 
286.  — Sales,  287.  — Gross  results,  288.  — III.  Effect  on  workers.— 
Wages,  200;  Health,  202;  Interest,  loyalty,  204.— IV.  General  economic 
results,  207.  —  Relations  with  organized  labor,  208.  —  V.  Failures  and 
their  causes,  303.  —  VI.  General  influence  of  the  movement,  306. 

I.  Introductory 

At  intervals  during  the  past  three  years  I  have  been 
investigating  the  actual  working  of  scientific  manage- 
ment in  practice.  The  results,  incori)orated  in  this 
paper,  are  derived  in  the  majority  of  cases  from  per- 
sonal visits  to  the  plants  in  twelve  states  and  con- 
ferences with  owners,  managers  and  experts  employed. 
The  information  in  regard  to  the  others  is  derived 
mainly  from  the  consulting  engineers. 

Information  was  sought  with  reference  to  the  num- 
ber, distribution,  and  types  of  plants  to  which  scientific 
management  has  been  applied;  so  much  of  the  history 
and  personality  of  the  men  engaged  as  is  essential  to  an 
understanding  of  the  development  of  their  work;  and 
the  actual  differences  in  practice  between  scientific 
and  other  types  of  management.  Attention  was  also 
given  to  the  results,  both  in  the  administration  of  plants 
and  in  the  conditions  of  individual  workers.      The 

possible  social  consequences  and  tendencies  involved 

am 
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in  the  movement  ofiFer  a  tempting  field  for  speculation 
(which  will  be  cultivated  in  the  next  paper -in  this 
series),  and  a  few  significant  facts  bearing  on  them  were 
micovered.  In  the  feeling  that  a  study  of  the  failures 
might  be  almost  as  instructive  as  that  of  the  successes, 
the  facts  in  regard  to  them  also  were  gathered  and 
analyzed. 

The  tyi>e  of  management  now  known  and  practised  as 
^'scientific  management"  was  unquestionably  origi- 
nated by  Mr.  Frederick  W.  Taylor.  The  details  of  the 
course  of  reasoning  and  experience  through  which  he 
went  may  be  found  in  his  three  books.^  After  a  number 
of  years  devoted  to  the  application  of  his  principles 
of  management  in  several  important  plants,  Mr.  Tay- 
lor retired  from  active  practice  about  1901.  Since 
then  he  has  been  engaged  mainly  in  the  propaganda  of 
the  principles  which  by  that  date  he  had  fully  elabo- 
rated. 

The  disciples  and  followers  of  Mr.  Taylor  constitute 
what  is  known  as  the  "  Taylor  group."  Among  them, 
three:  Messrs.  Gantt,  Barth,  and  S.  E.  Thompson,* 
were  intimately  associated  for  a  number  of  years  with 
Mr.  Taylor  in  the  development  of  his  system.  All,  like 
the  leader,  are  men  of  technical  training  as  engineers.  In 
addition,  others  in  considerable  number  have  taken  up 
scientific  management  as  a  profession.  A  few  English- 
men, Frenchmen,  Germans,  Russians  and  Japanese,  sent 
over  by  enterprises  with  which  they  are  connected,  have 
come  to  this  country  to  study  the  methods  at  first  hand. 

A  conspicuous  ofiF-shoot,  standing  somewhat  apart 
yet  sufliciently  connected  in  origin  and  principle  to 
warrant  inclusion,  is  the  branch  of  the  movement 

I  F.  W.  Taylor:  Shop  Management;  PrinoipUs  of  Scientific  Management;  and  the 
Art  of  Cttttiag  Metab.  See  also  C.  B.  Thompson,  The  literature  of  Scientific  Manage- 
ment, in  this  Journal,  May,  1914. 

*  Beferenoe  to  the  publications  of  Messrs.  Gantt  and  Barth  was  made  in  my  article 
Just  referred  to. 
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developed  by  Mr.  Harrington  Emerson  and  his  fol- 
lowers. Mr.  Emerson,  after  a  varied  career  in  general 
business  and  in  railroad  service,  turned  to  '^efficiency 
management ''  in  later  life,  and  became  conspicuous  in 
connection  with  the  application  of  his  system  to  the 
Santa  Fe  railroad.  He  has  modified  greatly  the  original 
Taylor  system  as  he  found  it  in  operation  in  Phila- 
delphia plants. 

The  total  number  of  applications  of  scientific  man- 
agement definitely  known  to  me  is  140.  This  does  not 
exhaust  the  list,  however,  as  there  are  some  cases  in 
which  the  cUent  is  unwilling  that  his  connection  with 
this  movement  shall  be  known,  and  others  in  which 
consultants  are  reluctant  to  give  information.  There  is 
an  uncertain  number  of  such  instances,  probably  small, 
in  which  either  the  work  has  been  completed  or  is  still 
in  process. 

Of  these  140  applications,  4  are  to  municipal  work, 
including  3  instances  of  consultation  and  one  in  which  a 
scientific  management  expert  is  at  the  head  of  a  Depart- 
ment of  Public  Works.  Five  deal  with  railroad  and 
steamship  companies  (exclusive  of  repair  shops,  which 
are  classed  as  industrial)  and  131  with  industrial  plants: 
120  factories  (including  repair  shops  of  4  railroads),  4 
public  service  cori)orations,  3  building  and  construction 
companies,  one  department  store,  one  bank,  one  pub- 
lisher and  one  professional  society.  These  120  factories 
and  repair  shops  constitute  practically  1  per  cent  of  the 
12,784  plants  which  in  1909  employed  more  than  100 
wage  earners.  The  number  of  men  in  these  plants,  as 
nearly  as  I  can  estimate,  is  about  43,000,  constituting  a 
trifle  over  one  per  cent  of  the  4,115,843  employed  in 
1909  in  plants  emplojdng  over  100  wage  earners. 

The  131  industrial  plants  included  in  the  above 
classification  are  distributed  as  follows: 


Digitized  by  LjOOQIC 


SCIENTIFIC  MANAGEMENT  IN  PRACTICE         266 

New  EngUmd 41  North  Central  (cont,) 

Connecticut  . .    8  Ohio 4 

Maine 3  Wiaoonffln  ...    2 

MassachuBettB   24 

New  Hampehue  3  Southern  10 

Rhode  Island       3  Delaware 1 

Maryland   ...    5 

Middle  Atlantic 48  Misaiflstppi ...     1 

New  Jersey   . .    2  Tennessee  ...     1 

New  York   ...  19  Texas 1 

Pennsylvania     27  W.  Virginia ...     1 


North  Central 27  Western 

minoia 14  California   ...    2 

Indiana 2  Oregon 1 

Iowa  1 

Michigan  ....    4  Canada   


The  extent  of  application  (attempted  or  completed) 
of  the  system  to  this  group  is  as  follows: 

Complete  120  Fuel  consumption  only    1 

Costs  only  4  Unknown 3 

Clerical  work  only   ..      3 

The  most  significant  classification  of  manufactories, 
from  the  point  of  administration,  is  with  reference  to  the 
complexity  of  their  routing  and  order  systems.  On 
this  basis  the  plants  involved  may  be  divided  into  two 
groups:  first,  the  assembling  industries,  such  as  ma- 
chine shops,  repair  shops,  garment  factories,  of  which 
there  is  a  total  of  75;  and  second,  the  relatively  simple 
continuous  and  intermediate  type,  such  as  printing 
plants,  foundries,  textile  plants,  of  which  there  is  a  total 
of  forty-five.  Both  these  groups  may  again  be  sub- 
divided with  reference  to  whether  they  manufacture  on 
order  only,  for  stock  only,  or  for  both.  Of  the  plants  of 
the  assembling  type,  19  manufacture  on  order,  18  for 
stock,  and  35  for  both;  while  for  the  continuous  and 
intermediate  types,  the  figures  are  22,  16  and  3  for  the 
same  sub-divisions,  leaving  7  for  which  information  on 
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this  point  is  not  available.  The  list  of  about  80  indus- 
tries involved,  classified  according  to  product,  is  given  in 
the  footnote.^  These  figures,  together  with  those  for 
transportation  companies,  public  service  corporations, 
municipalities  and  miscellaneous  concerns  should  dis- 
pose of  the  question  of  the  breadth  of  applicability  of 
scientific  management  to  various  types  of  work. 

>  The  following  list  will  be  found  to  differ  dightly  from  that  publiBhed  in  the  Report 
of  the  Sttb-oommittee  on  Administration  of  the  American  Society  of  Meohanioal  Bnsi- 
neen.  The  latter  report  included  some  industries,  such  as  sewing  machines,  brewing, 
and  beet-sugar  refining,  in  which  there  was  merely  consultation  or  a  report  which  did 
not  develop  later  into  actual  woric;  and  others,  such  as  tanks,  tin  cans,  flour,  leather 
goods,  soaps  and  slate  products,  concerning  which  I  have  been  unable  to  get  further 
information. 


Agricultural  implements. 

Aliimiwiitn  OSStingS. 

Automobiles. 

Banking  (clerical  work). 

Blank  book  making. 

Bleaching. 

Book  binding. 

Book  doths. 

Boxes  (paper). 

Box  machinery. 

Brass  castings. 

Brass  products. 

Brick  laying. 

Building. 

Canning. 

Chains. 

Clothing  (men's, 

women's,  children's). 
ComxxMBJng  machines. 
Concrete  construction. 
Conveyors. 
Cordage. 
Corsets. 

Department  stores. 
Desks. 
Djreing  and  fi«M>i^ng 

textiles. 
Earthwork. 
Electric  apparatus. 
Elevators. 


Envelopes. 

Foundry   madiines   and 

supplies. 
Furniture. 
Oas. 
Ghus. 

Gun  carriages. 
Handkerchiefs. 
Hardware. 
Hoists. 
Iron  castings. 
Iron  and  sted  tools, 
light,  electric 
Lithography. 
Locomotives. 
Lumber. 
Machine  tools. 
Motors. 

Municipal  engineering. 
Musical  instruments. 
Optical  goods. 
Ordnance. 
Paper. 
Paper  pulp. 
Power  plants. 
Printing. 
Printing  pn 
Publishing. 
Pumps. 


Railroad  cards. 

Railroad  operation 
(steam  and  dectiie). 

Railroad  repairs. 

RegLaters. 

Rifles. 

Roller  bearings. 

Sashes  and  doors. 

Saws. 

Scales. 

Scientific  and  profession- 
al instruments. 

Ship  building. 

Ship  repairs. 

Shoes. 

Silk  goods. 

Stationery. 

Steamship  operation. 

Steel  castings  and  f  oig- 
ings. 

Steel  products,  heavy. 

Structural  iron. 

Textiles. 

Textile  machinery. 

T3ri)ewriter8. 

Valves  and  steam  fittings. 

Watches. 

Wire  goods. 

Wire  weaving  machinery. 
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II.  Applications  op  Scientific  Management 

Before  proceeding  to  a  closer  examination  of  the 
strictly  industrial  applications  of  scientific  manage- 
ment, which  of  course  constitute  the  great  bulk  of  those 
that  have  been  made,  attention  may  be  called  to  certain 
other  activities  in  which  some  degree  of  success  has 
been  attained.  Noteworthy  among  these  is  the  work  of 
Mr.  Cooke,  Director  of  Public  Works  of  Philadelphia, 
a  disciple  of  the  Taylor  school.  This  work,  made 
possible  by  the  "reform"  administration  of  Mayor 
Blankenburg,  has  been  marked  during  its  three  years  of 
administration  by  large  savings  in  the  operation  of  that 
important  department  of  the  city's  affairs.  Owing  to 
the  peculiarities  of  the  Philadelphia  law,  and  the  con- 
stant opposition  of  Councils  and  the  previous  almost 
inconceivably  corrupt  state  of  the  department,  it  has 
not  been  possible  to  make  a  thoro  application  of  most  of 
the  fimdamental  principles  of  scientific  management. 
The  results  attained  thus  far,  amounting  to  a  saving  of 
over  $1,300,000,  are  due  primarily  to  the  mjection  of 
simple  honesty  into  the  department,  and  secondarily  to 
the  utilization,  so  far  as  conditions  would  permit,  of  ex- 
pert knowledge  secured  wherever  it  was  obtainable. 
Altho  necessarily  a  crude  example  of  scientific  manage- 
nient  it  has  accomplished  enough  to  show  great  possi- 
bilities if  a  sufficiently  long  period  and  free  hand  were 
given  for  its  completer  development.* 

The  Bureau  of  Efl&ciency  and  Economy  of  the  city  of 
Milwaukee  has  utilised  the  knowledge  and  inspiration 
of  Mr.  Emerson  in  the  development  of  its  plans;  and 
the  Emerson  Company  has  also  been  consulted  by  the 

lo'if*!.^,!!***''^-  Annuml  H^porto  of  the  Diwctar  of  PubUo  Works.  Philadelphu, 
iS^^Si^  m^^^  Jn  Mimidp.1  Work..  Dept.  d  Publie  Wort-, 
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city  of  Seattle  and  the  office  of  the  Commissioner  of 
Accoimts  of  the  city  of  New  York. 

Tho  the  administration  of  department  stores  in  gen- 
eral is  so  far  behind  that  of  modem  factories  as  to  con- 
stitute the  former  a  particularly  promising  field  for  the 
application  of  scientific  management,  very  little  hss 
been  done  in  this  branch  of  business.  The  actual  selling 
of  goods  presents  a  problem  so  complex  and  with  so 
many  variables  as  to  raise  a  question  about  the  practi- 
cability of  a  complete  application  of  all  the  present 
methods  of  scientific  management.  However  this 
question  may  be  answered,  the  administration  of  a 
department  store  includes  many  factors  besides  the 
selling  of  goods,  —  such  as  their  purchase,  receipt, 
storage,  handling,  packing  and  delivery, — which  are 
essentially  the  same  as  the  corresponding  factory 
problems;  and  their  costs  are  susceptible  to  similar 
treatment.  In  one  department  store,  to  the  writer's 
knowledge,  a  beginning  has  been  made  on  this  side 
of  the  problem. 

The  practicability  of  applying  some  of  the  methods  of 
scientific  management  —  such  particularly  as  the  hand- 
ling of  raw  materials,  administration  of  tool  room,  and 
the  establishment  of  standard  times  for  operations  —  to 
the  work  of  manual  training  schools  has  been  demon- 
strated in  a  technical  training  school  in  New  England, 
and  in  the  department  of  engineering  of  the  Penn- 
sylvania State  College.  Suggestions  for  the  wider 
application  of  these  and  other  principles  to  the  admin- 
istration of  colleges  have  been  made  by  Mr.  Cooke  ^ 
but  so  far  as  I  know  there  has  been  no  opportunity 
provided  for  a  practical  test  of  their  usefulness. 

Closely  allied  to  the  applications  in  manufactures  and 
forming  a  convenient  transition  to  them  is  the  work  done 

1  Aoademie  and  Industrial  Effioien«y,  Carnegie  Foundation  Buttetin  No.  5.  1910. 
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by  Mr.  Emerson  on  the  operation  of  railroads,  and  by 
Mr.  Day,  one  of  the  "  Taylor  group,"  on  the  oper- 
ation of  street  railways  and  light  and  power  plants. 
Owing  to  the  complexity  of  the  subject  and  the  intricacy 
of  the  statistics  available,  there  is  dispute  over  the 
actual  value  of  the  work  done  on  the  Santa  Fe  and  other 
railroads.  Railroad  statistics  may  apparently  be  used 
to  prove  or  disprove  anything,  and  there  is  evidence  of 
a  bias  on  the  part  of  railroad  men  against  allowing  any 
value  to  Mr.  Emerson's  work.  In  the  absence  of  an 
opportunity  to  make  a  personal  investigation,  I  am 
foreed  to  rely  on  what  seems  to  be  the  consensus  of 
opinion  of  judges  as  nearly  unprejudiced  as  one  is  likely 
to  find;  and  this  consensus  seems  to  be  that  on  the 
whole  the  work  was  successful  in  reducing  costs  and 
improving  administration,  particularly  in  the  repair 
shops  and  stores  systems,  while  it  was  not  so  successful 
in  its  application  to  railroad  operation.^  On  a  road 
where  special  attention  was  given  to  increasing  freight 
train  loads,  the  statistical  report  shows  a  25  per  cent 
increase  in  the  average  load  in  one  year  after  the  work 
began.  The  value  of  this  gain  is  questioned  by  railroad 
men  on  the  groxmd  that  other  factors  supervened  during 
this  same  period;  but  on  the  whole  it  seems  that  in  this 
case  also  the  greater  share  of  the  credit  is  due  to  the 
scientific  management  work. 

What  has  been  done  in  connection  with  the  manage- 
ment of  public  service  corporations  is  as  yet  not  far 
enough  advanced  to  warrant  the  formation  of  final 
judgment.  So  far  as  the  efforts  have  gone,  however, 
they  have  resulted  in  a  definiteness  of  control  which  has 
made  possible  the  stoppage  of  many  leaks  of  frequent 

>  See  beaidefl  Mr.  Emerson's  own  acoounts,  those  of  Mr.  Cbazles  B.  Going,  Methods 
of  the  Santa  Fe;  F.  H.  CoMn,  "  How  Bonus  Works  on  the  Santa  Fe."  American  Ma- 
efamist.  Yol.  xzzvi,  pp.  7, 165;  C.  H.  Fry.  Railway  A«e  Qasette,  vol.  zli.  pp.  476.  604. 
TOl.  ilT.  p.  413. 
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occurrence  and  have  contributed  to  the  determmation 
of  the  costs  and  thereby  of  the  reasonable  rates  to  be 
charged  for  various  types  of  service. 

Returning  now  to  the  industrial  applications  with 
which  this  paper  will  be  mainly  concerned,  it  is  advisable 
first  to  point  out  the  differences  in  practice  between 
scientific  management  and  other  current  systems. 
These  differences  are  most  notable  in  connection  with 
the  handling  of  labor,  standardization  of  materials  and 
equipment,  the  specialization  of  administration,  and  the 
application  of  the  functional  and  '^  exception  "  prin- 
ciples to  the  organization  as  a  whole.  The  primary 
object  of  the  system  is  to  increase  output,  reduce  the 
cost  per  unit  of  product,  and  raise  the  wages  of  opera- 
tors. This  is  accomplished:  first,  by  determining  with 
the  aid  of  experienced  investigators  the  best  equipment, 
materials,  and  methods  to  use;  second,  by  selecting  and 
training  the  workmen  best  fitted  to  accomplish  the 
result  desired;  third,  by  determining  in  advance  a 
standard  of  achievement  for  the  workmen,  providing 
them  with  the  necessary  working  conditions,  and 
rewarding  them  with  a  bonus  for  attaining  this  stand- 
ard. This  standard  is  set  with  reference  to  standardized 
conditions,  by  which  is  meant  the  determination  and 
adoption  of  the  best  material  and  the  best  equipment 
obtainable,  for  exclusive  use  until  a  better  is  foimd  and 
adopted.  In  accordance  with  the  policy  of  specializa- 
tion, the  workman's  activity  is  so  far  as  possible  con- 
fined strictly  to  actual  handling  of  the  machine  or  tool 
and  of  the  material  only  so  far  as  necessary  to  apply  the 
tool  to  it.  All  other  work  is  the  function  of  the  man- 
agement. This  is  what  is  meant  by  the  separation  of 
planning  from  execution.  In  order  to  bring  to  bear 
most  effectively  the  specialized  planning  functions,  Mr. 
Taylor  evolved,  from  the  rate-setting  department  at 
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Midvale  in  1882  to  the  full  complement  of  foremen  at 
the  Fitchburg  roller  bearing  plant  about  1900^  the 
method  known  as  **  functional  foremanship/'  by  which 
such  details  of  administration  as  determination  of  the 
sequence  of  operations,  machines,  tools  and  methods  to 
be  used,  time  to  be  taken,  relative  importance  of  orders, 
recording  of  operations,  instruction  of  workmen,  mov- 
ing of  materials  and  maintenance  of  equipment  and 
tools,  are  the  special  functions  of  separate  foremen, 
each  of  whom  is  responsible  for  the  proper  handling  of 
his  detail  with  reference  to  a  varying  number  of  men, 
and  all  of  whom  bring  to  bear  their  specialized  knowl- 
edge on  each  man.  This  peculiar  type  of  organization 
is  in  every  case  supplemented  for  disciplinary  purposes 
by  the  usual  "  line  "  type,  in  accordance  with  which 
there  is  the  customary  grading  of  disciplinary  authority 
culminating  in  the  superintendent  or  general  manager, 
altho  some  effort  has  been  made  to  specialize  this 
function  in  the  hands  of  a ''  disciplinarian."  In  accord- 
ance with  the  theory  that  the  ablest  men  are  or  should 
be  the  highest  in  the  organization,  the  '^  exception  " 
principle  is  used  (at  least  in  all  the  Taylor  plants)  by 
which  all  matters  within  the  capacity  of  subordinate 
officials  are  finally  determined  by  them  and  only  such 
matters  as  are  beyond  their  scope  or  authority  are 
passed  up  the  line,  thus  leaving  the  higher  officials  free 
to  devote  their  time  to  the  broadest  and  most  important 
problems  of  administration. 

These  methods  are  characteristic  of  what  may  be 
called  the  original  form  of  scientific  management  as 
early  developed  by  Mr.  Taylor  and  his  immediate 
disciples.  Among  those  in  the  first  Taylor  group  Mr. 
Gantt  has  made  the  most  noticeable  modifications. 
These  consist  mainly  in  simplification  of  forms  and 
in  somewhat  less  refinement  of  detail.     The  exist- 
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ing  form  of  organization  is  left  by  him  as  nearly 
intact  as  the  requirements  of  his  central  idea  permit, 
while  a  simon-pure  Taylorite  aims  at  a  complete  re- 
organization. In  practice  also  it  is  to  be  noted  that  Mr. 
Gantt  sometimes  installs  a  system  with  the  aid  of  his 
own  staff  of  men,  whom  he  moves  from  plant  to  plant, 
while  the  other  members  of  the  Taylor  group  usually  do 
their  work  personally  and  alone,  getting  their  subordi- 
nates entirely  from  within  the  existing  organization. 

Mr.  Emerson's  theory  differs  from  Mr.  Taylor's 
mainly  in  the  separation  of  what  he  calls  the  ^'  staff  " 
from  the  '^  line.''  Proceeding  on  the  same  principle, 
the  necessity  of  accumulating  the  science  involved  in  the 
industry,  he  organizes  the  experts  in  a  staff  of  advisers 
whose  duty  it  is  to  transmit  their  knowledge  to  the  line 
officers,  by  whom  it  is  passed  to  the  operators  and  put 
into  effect.  In  other  words,  this  staff  has  no  executive 
authority,  while  in  the  Taylor  system  the  executives  are 
themselves  the  experts.  Practically  the  Emerson 
methods  differ  much  more  widely  than  this  from  those 
of  the  Taylor  group  in  that  it  is  Mr.  Emerson's  policy  to 
establish  standards  of  performance  and  a  bonus  for  their 
attainment  as  early  as  possible  and  by  methods  which 
are  comparatively  rough,  as  will  be  illustrated  in  detail 
later  in  connection  with  the  subject  of  time  study. 
Moreover,  Mr.  Emerson  handles  his  work  almost  en- 
tirely through  subordinates,  among  whom  are  some 
whose  inadequate  training  has  led  to  the  majority  of 
failures  so  far  scored  by  scientific  management.  As 
Mr.  Emerson  has  expr^sed  it,  it  is  his  aim  to  take  a 
plant  that  is  40  per  cent  efficient  and  make  it  65  per 
cent  efficient;  and,  as  he  said  again,  the  Taylor  system 
begins  where  the  Emerson  system  ends. 

On  account  of  the  emphasis  laid  by  certain  members 
of  the  scientific  management  group  on  the  technical  and 
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scientific  aspects  of  their  work^  it  may  be  worth  while  to 
distinguish  between  the  technical  and  the  pecuniary 
results.  It  would  appear  that  in  some  cases  the  interest 
in  perfecting  a  method  by  mathematical  and  experi- 
mental means  would  tend  to  overshadow  the  interest  in 
reducing  expense,  increasing  output,  or  improving 
quality.  However,  a  study  of  the  work  of  the  successful 
practitioners  shows  that  their  investigations  have  always 
been  guided  by  financial  considerations,  and  in  fact  in 
the  most  conspicuous  cases,  as  in  Mr.  Taylor's  experi- 
ments on  metal-cutting,  have  paid  for  themselves  by 
the  savings  attained.  This  coincidence  of  technological 
and  pecuniary  advantage  was  evident  in  every  plant 
investigated. 

A  more  important  distinction,  however,  is  that  be- 
tween what  I  have  chosen  to  call  ^'  detailed  *'  and 
"  gross  *'  results  respectively.  While  trebling  the  out- 
put of  a  machine  or  a  group  of  machines  at  a  slight 
increase  in  direct  labor  cost  may  be  considered  a  success- 
ful result  in  detail,  it  does  not  follow  from  such  instances 
that  the  application  of  scientific  management  to  the 
business  as  a  whole  has  been  successful.  In  the  absence 
of  information  as  to  the  total  (gross)  result,  there  may 
well  be  a  suspicion  of  the  final  value  of  the  isolated 
instances  of  wonderful  improvements  which  have  been 
so  frequently  cited.  This  total  result,  however,  is 
particidarly  difficult  to  ascertain.  I  have  found  that 
while  the  owners  of  private  plants  have  as  a  rule  no 
hesitancy  in  pointing  to  individual  savings  and  even 
net  results  of  sub-systems  such  as  stores,  routing,  and 
task  and  bonus,  they  are  quite  chary  about  the  details 
of  the  total  cost  of  the  system  as  a  whole  and  the  total 
savings  and  profits  attributable  to  it.  I  was  able  to  get 
this  information  in  a  meagre  way  from  a  few  private 
plants,  but  the  best,  most  complete,  and  most  reliable 
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data  on  this  side  of  the  subject  are  found  in  reports  of 
General  Crozier,  Chief  of  Ordinance,  on  the  application 
of  scientific  management  to  the  government  arsenals. 
These  total  results  will  be  discussed  after  the  detailed 
accomplishments  have  been  sununarized. 

As  the  central  problem  out  of  which  Mr.  Taylor 
developed  his  system  was  the  control  of  the  output  of 
labor  and  machinery  through  the  accurate  determina- 
tion of  what  that  output  should  be,  from  the  study  of 
which  all  the  other  details  of  the  system  grew,  it  seems 
logical  to  discuss  this  feature  first. 

The  determination  of  what  constitutes  "  a  dajr's 
work,"  or  in  other  words  the  amount  of  output  which  it 
is  possible  for  a  capable  workman  to  produce  in  a  given 
time  with  given  equipment  and  materials,  rests  in  the 
Taylor  system  upon  elementary  time  study.  This  was 
first  practised  by  Mr.  Taylor  at  the  Midvale  Steel  Com- 
pany in  1882  and  is  still  with  some  refinements  and 
improvements  the  central  and  most  visibly  character- 
istic feature  of  the  system.  Every  plant  investigated 
showed  some  evidence  of  time  study,  ranging  from  new 
rates  based  on  recollections  of  former  standards,  as  in 
the  case  of  the  Bethlehem  and  Midvale  Companies,  to 
the  most  elaborate  and  complete  records  and  contin- 
uous extension,  as  found  at  the  Watertown  Arsenal  and 
in  the  majority  of  plants  now  actively  developing  the 
system.  In  some  industries  these  studies  of  elementary 
motions  have  been  carried  to  such  a  degree  of  comple- 
tion as  to  warrant  the  publication  of  the  results.^ 

The  most  striking  diifferences  between  the  original 
Taylor  form  and  the  derived  Gantt  and  Emerson  forms 

1  Thus  the  elementary  times  in  oonerete  construction  are  set  forth  in  Taylor  and 
Thompeon's  "  Concrete  Costa,"  and  similar  data  for  the  operation  of  machine  tools, 
gathered  over  a  period  of  thirty  years,  and  for  earthwork,  are  now  in  process  of  oompfl*- 
tion  for  early  publication. 
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of  scientific  management  are  to  be  f  oxmd  in  the  practical 
methods  and  applications  of  time  study.^  As  practised 
by  the  inmiediate  Taylor  group^  a  time  study  is  made  by 
first  analyzing  the  operations  of  a  workman  on  a  given 
piece  or  on  a  given  machine  into  their  elementary 
motions;  second,  determining  by  any  one  of  several 
methods  what  is  known  as  a  reasonable  minimum  time 
for  each  of  these  elements;  third,  eliminating  all  ele- 
ments shown  to  be  mmecessary;  fomth,  smnming  up 
the  remaining  elements  to  get  a  total  minimum  time; 
fifth,  determining  and  adding  to  this  a  percentage  of 
allowance  made  necessary  by  such  factors  as  inter- 
ference, fatigue,  and  inertia,  and  adopting  this  final  time 
as  the  standard  on  the  attainment  of  which  the  bonus 
is  paid.  Mr.  Gantt  follows  the  same  method  except 
that,  as  a  rule,  his  studies  are  not  so  minute  and  the 
allowance  is  rather  more  liberal,  thus  making  it  easier 
for  the  workman  to  earn  the  bonus  earlier  and  even  to  go 
under  the  bonus  time.  The  Emerson  method  is  radi- 
cally different  from  either  of  these,  m  that  the  analysis 
of  the  complete  operation  goes  down  only  to  large 
groups  of  elementary  motions,  on  which  an  over-all 
time  similar  to  that  which  has  been  determined  for 
years  in  all  kinds  of  plants  is  ascertained.  Emerson's 
times  are  expressed  in  minutes,  where  Taylor  times  are 
in  hundredths  of  a  minute.  From  these  over-all  times 
deductions  are  made  according  to  the  judgment  of  the 
time  study  man,  and  the  result  is  a  standard  which  the 
workman  is  not  only  expected  to  attain  easily  but  to 
exceed  to  a  very  considerable  extent.  This  accounts 
for  such  expressions  as  110  per  cent  or  140  per  cent 

1  See  the  fottowing  artiolee:  Taylor.  Shop  Management,  pars.  323-408.  H.  K. 
Hatlutway.  Elementaiy  Time  Study  as  a  Part  of  the  Taylor  System  of  Scientific  Man- 
acement.  Industrial  Engineering,  vol.  xi,  pp.  85-06.  also  in  C.  B.  Thompson,  Sden- 
tifio  Management,  p.  520:  C.  E.  Knoeppel,  "Practical  Introduction l^of  Efficiency 
Principles,"  Kngiwwring  Magasine,  October,  1014,  p.  61. 
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efficiency;  which  are  possible  and  have  a  meaning  only 
with  reference  to  the  Emerson  type  of  time  study. 

Obviously  the  first  cost  and  the  difficulty  of  the 
Taylor  method  are  greatest,  those  of  the  Emerson 
method  least,  and  of  the  Gantt  method  intermediate. 
In  general  it  may  be  said  that  the  value  of  the  results 
stands  in  the  same  proportions,  tho  none  of  these 
methods  is  without  its  peculiar  advantages  and  dis- 
advantages. The  less  elaborate  and  expensive  methods 
have  made  it  possible,  in  some  plants,  to  secure  the 
advantages  of  the  task  and  bonus  idea  early  in  the 
course  of  the  installation  of  the  system  and  at  an 
expense  which  is  practicable  for  small  concerns  to  meet; 
while  the  more  elaborate  methods  are  comparatively 
slow  and  costly.  The  simpler  methods  have  also  been 
applied  to  some  types  of  work  where  it  is  difficult  or 
impossible  to  standardize  and  routinize  elementary 
motions,  such  as  drafting  and  die  cutting.  On  the  other 
hand,  the  most  exhaustive  type  of  time  study  insures  a 
degree  of  accuracy  and  finality  which  practically  obvi- 
ates the  possibility  of  dispute,  provides  a  stable  basis  of 
reward  from  which  deviation  is  not  reasonably  to  be 
expected  so  long  as  working  conditions  remain  the 
same,  and  makes  impossible  a  kind  of  fraud  on  the 
management  which  is  fatal  to  the  success  of  the  ssrstem. 

It  is  noticeable  also  that  the  Taylor  form  of  time 
study  requires  and  secures  the  services  of  experienced 
and  technically  trained  chronometrists,  whereas  the 
simpler  forms  are  deceptively  easy  and  may  be  and  have 
been  entrusted  to  inexperienced  and  incompetent 
hands.  This  fact  more  than  any  other  is  responsible 
for  a  large  proportion  of  the  failures  observed. 

Motion  study  is  an  inherent  and  inseparable  feature 
of  time  study  and  is  constantly  practised  by  every 
expert  chronometrist.     In  some  instances  it  is  found 
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that  a  stop-watch  is  not  used  at  all  until  a  preliminary 
motion  study  has  been  made  and  the  operation  simpli- 
fied in  accordance  with  its  suggestions.  The  latest 
development  in  this  field  —  the  use  of  moving  pictures 
with  a  timing  device  in  the  field  of  the  picture  —  has 
received  much  publicity  but  does  not  appear  to  have 
been  used  to  any  considerable  extent,  partly  on  account 
of  the  expense  and  partly  because  it  has  not  demon- 
strated a  practical  superiority  over  the  methods  already 
current.  There  appears  to  be  a  possible  field  of  use- 
fulness for  it  in  psychological  and  industrial  laboratory 
work. 

In  practically  every  plant  where  the  complexity  of  the 
work  warrants,  instruction  cards  of  more  or  less  elabo- 
rateness are  used.  In  many  machine  shops  it  is  the 
practice  to  issue  to  the  workman  an  instruction  card 
containing  not  only  directions  as  to  feeds,  speeds,  tools, 
and  major  times  of  operations,  but  also  the  elementary 
operations  listed  in  their  proper  sequence  and  with  their 
minimum  time  given.  In  other  places  I  f  otmd  the  Ust 
of  elementary  operations  is  not  provided  for  the  work- 
man, but  he  is  given  the  total  time  and  such  sub- 
periods  as  may  be  useful  to  assist  him  in  earning  his 
bonus.  In  still  other  instances,  where  the  work  is 
thoroly  standardized,  as  in  book  binding  and  box 
making,  merely  the  total  operation  time  is  given,  tho 
in  every  case  the  total  times  and  sub-times  are  made  up 
in  the  planning  department  from  the  elementary  data 
on  file  there. 

So  much  has  been  published  in  regard  to  the  practical 
results  of  time  study  and  instruction  card  methods  that 
it  is  unnecessary  to  go  into  further  detail  here.  As 
might  be  expected,  the  most  substantial  improvements 
have  been  made  in  machine  shop  work,  where  the  highly 
technical  natiue  of  the  factors  involved  has  given  special 
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warrant  for  the  assistance  of  expert  investigators. 
Nothing  is  more  common  than  instances  of  two-fold  and 
three-fold  increases  in  output  from  the  same  machine 
and  the  same  workman.  Increases  from  7  to  10  times 
are  not  rare.  On  the  other  hand,  a  type  of  industry 
which  would  not  appear  to  call  for  any  considerable 
degree  of  technical  knowledge,  namely  brick  lajdng,  has 
shown  equally  astonishing  results,  an  increase  of  from 
200  per  cent  to  300  per  cent  in  the  number  of  bricks 
laid  per  day  having  been  demonstrated.  With  ma- 
chines other  than  machine  tools,  however,  it  has  not 
appeared  practicable  to  secure  such  large  increases  in 
efficiency  except  in  the  direction  of  reducing  the  number 
of  men  tending  one  machine  or  of  increasing  the  number 
of  automatic  machines  tended  by  one  man.  It  is  not 
tmcommon  to  find  one  man  who  formerly  tended  two 
gear-cutting  or  screw  machines  now  taking  care  of  five; 
while  on  the  other  hand  I  have  seen  machines  requiring 
formerly  the  attention  of  three  men  now  taken  care  of 
by  two.  With  the  ordinary  run  of  industrial  machines, 
semi-automatic  and  each  tended  by  one  operator, 
increases  of  output  appear  to  range  from  30  per  cent  to 
100  per  cent,  —  the  majority,  so  far  as  I  have  been  able 
to  find,  nearer  the  lower  limit.  The  application  of  these 
methods  to  hand  operations  has  shown  very  variable 
results.  The  extraordinary  differences  in  efficiency 
between  different  workers  on  the  same  operation  are 
already  well  known  to  managers.  It  is  nothing  unusual 
for  even  so-called  skilled  workers  to  do  not  more  than 
one-third  or  one-half  what  others  on  the  same  work  are 
able  to  accomplish,  as  for  example  in  cigar  making. 
The  time  study  and  instruction  methods  of  scientific 
management  have  increased  the  output  of  hand  opera- 
tors from  10  per  cent  to  about  300  per  cent,  the  majority 
of  the  cases  lying  between  60  per  cent  and  100  per  cent. 
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Inistances  have  been  found,  as  in  the  case  of  gold  laying 
in  a  book  bindery,  where  economy  in  the  use  of  material 
and  quality  of  work  were  more  important  than  increase 
in  output.  These  factors  have  been  taken  into  con- 
sideration, the  bonus  arranged  accordingly,  and  the 
desired  improvement  in  economy  and  quality  attained. 

It  must  be  tmderstood,  of  course,  that  the  results 
described  do  not  flow  alone  from  time  study  and  instruc- 
tion. I  found  that,  in  accordance  with  one  of  the  funda- 
mental tenets  of  scientific  management,  the  task  set  for 
the  operator  was  accomplished  only  with  the  utmost 
assistance  of  the  management  as  represented  in  the 
stores  and  routing  systems  governing  the  standardiza- 
tion, availabihty  and  moving  of  materials,  and  the 
inspection  system  controlling  the  handling  of  defective 
work. 

Where  scientific  management  is  fully  developed  the 
function  of  the  purchasing  department  is  essentially 
different  from  the  current  practice.  Ordinarily  the 
purchasing  agent  has  the  widest  discretion  as  to  what  he 
shall  order,  when  he  shall  order  it,  and  in  what  quanti- 
ties, subject  in  general  of.  course  to  the  requirements  of 
the  business,  of  which  he  is  one  of  the  chief  judges.  In 
the  Taylor  plants  the  requirements  as  to  quality, 
quantity,  and  time  of  delivery  for  all  materials  are 
determined  by  production  and  technical  experts  in  the 
plant,  and  the  piu*chasing  agent  buys  on  orders  and 
specifications  from  the  factory,  exercising  his  judgment 
and  discretion  exclusively  on  the  matter  of  price.  The 
governing  considerations  are  the  provision  of  materials 
for  immediate  issue  when  required  for  orders  and  the 
tying  up  of  only  such  capital  and  space  as  are  absolutely 
necessary  to  meet  this  requirement.  In  all  instances  of 
successful  application,  delay  due  to  the  absence  of 
necessary  materials  has  been  practically  eliminated. 
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In  many  cases  the  variety  of  materials  carried  has  been 
reduced  even  to  one-tenth  of  what  was  customary 
before.  In  ahnost  all  cases  the  quantities  of  certain 
materials  have  been  reduced  and  of  others  increased, 
to  meet  the  demands  as  shown  by  the  record  of  issues. 
Occasionally,  as  in  the  case  of  several  large  machine 
shops,  this  has  made  on  the  whole  a  substantial  reduc- 
tion in  the  quantities  and  value  of  materials  and  of  the 
space  occupied  by  them.  One  manager  said  that  he 
now  carried  one-third  as  much  material  while  doing  60 
per  cent  more  business.  In  some  plants,  however, 
investigation  has  shown  that  storage  facilities  and  the 
quantities  of  materials  carried  were  utterly  inadequate, 
and  this  has  led  in  such  cases  to  a  considerable  increase 
in  the  storage  space  including  even  the  addition  of  new 
buildings  and  an  increase  in  capital  invested.  This 
increase  of  capital  was  not  proportional,  however,  to  the 
increase  of  space,  as  the  change  meant  in  such  cases 
greater  concentration  in  store-rooms  of  materials  hereto- 
fore scattered  over  the  operating  area  of  the  plant,  and 
was  accompanied  by  a  standardization  of  material  and 
reduction  of  the  variety  carried,  which  resulted  in  an 
increase  in  the  quantity  of  the  standard  but  a  decrease 
in  the  total  of  all  materials  on  hand. 

Next  to  having  on  hand  materials  to  work  with,  the 
most  important  factor  in  efficiency  is  the  getting  of  these 
materials  to  the  workman,  together  with  the  necessary 
tools  and  instructions,  in  the  quantity  and  of  the  quality 
necessary,  at  or  before  the  time  he  is  ready  to  work  on 
them.  This  is  the  ftmction  of  what  is  known  to  scien- 
tific management  as  the  ^'  routing  system ''  or  (in  the 
Emerson  form)  as  the  '*  scheduling  "  and  ''  despatch- 
ing *'  system.  Obviously  the  complexity  of  this  system 
will  vary  with  the  type  of  industry.  At  the  one  extreme 
of  simplicity  is  the  continuous,  non-assembling  industry. 
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such  as  a  sugar  refinery;  intermediate  is  such  an  in- 
dustry as  printing;  at  the  other  extreme  of  complexity 
are  the  non-continuous,  assembling  industries  such  as 
the  manufacture  of  machine  tools  and  automobiles.  In 
general  it  may  be  said  that  the  need  of  effective  and 
complete  control  increases  with  the  complexity  of  the 
business.  Scientific  management  has  thus  far  been 
applied  in  the  main  to  the  more  complex  and  the  inter- 
mediate type,  as  will  be  seen  by  reference  to  the  list  on 
page  266. 

As  might  be  expected,  routing  systems  of  varjdng 
degrees  of  elaborateness  are  foimd  in  practice.  Many 
plants,  such  as  certain  typewriter  factories,  manufacture 
parts  for  stock,  doing  only  their  assembling  on  order. 
In  such  cases  the  routing  of  parts  is  easily  standardized 
and  administered;  and  the  routing  of  the  assembling  is 
almost  equally  simple.  On  the  other  hand,  several 
plants  were  fotmd  which  manufacture  from  beginning  to 
end  almost  exclusively  on  order,  with  specifications 
varying  for  each  job.  Repair  shops  are  extreme  illus- 
trations of  this.  In  such  cases  the  routing  system  is 
necessarily  elaborate  and  complex,  and  yet  even  in  these 
is  valuable,  in  the  opinion  of  the  managers,  for  the  very 
reason  that  the  variety  and  complexity  of  orders  makes 
all  the  greater  the  danger  of  error,  waste  of  materials, 
unnecessary  motion,  and  delay  at  the  machine.  As  the 
routing  system  usually  involves  the  preparation  of 
separate  job  tickets,  inspection  orders,  and  move  orders 
for  each  operation,  its  complexity  is  again  influenced  by 
the  relative  length  of  the  separate  operations.  In  one 
plant  or  part  of  a  plant  the  piece  or  the  lot  may  be  at  a 
given  machine  from  four  hours  to  ten  days,  as  at  the 
Watertown  Arsenal.  If  this  condition  predominates, 
the  number  of  orders  to  be  written  and  handled  is 
relatively  small.     Such  is  usually  the  case  in  machine 
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shops.  On  the  other  hand,  operations  on  individual 
orders  and  at  each  machine  may  be  very  short;  ranging 
down  from  twenty  minutes  to  two  or  three  minutes^  as 
in  a  stationery  concern  or  a  plant  manufacturing  small 
electric  apparatus  on  orders.  Where  these  predominate^ 
the  amount  of  clerical  work  and  handling  of  orders  is 
necessarily  relatively  great.  This  has  in  fact  presented 
one  of  the  most  serious  problems  that  scientific  manage- 
ment has  had  to  solve.  There  is  usually  a  choice 
between  an  expensive  completeness  of  control  and  a 
relatively  inexpensive  but  risky  incompleteness;  and  I 
do  not  believe  it  can  be  said  that  this  problem  has  as 
yet  had  a  thoroly  satisfactory  solution.  Where  these 
conditions  exist,  the  routing  system  of  the  original  type 
is  sometimes  used  in  spite  of  its  complexity,  in  the  belief 
that  it  is  indispensable  to  the  successful  administration 
of  the  task  and  bonus. 

The  intended  result  of  the  routing  system  is  the  com- 
plete control  of  the  sequence  and  time  of  all  operations, 
including  moving  from  one  operation  to  another.  This 
result  has  been  attained  with  varying  degrees  of  success. 
In  many  plants  the  work  in  the  factory  is  unquestion- 
ably controlled  from  the  planning  department,  with  only 
such  assistance  from  shop  foremen  as  is  necessary  to 
keep  things  moving  and  to  carry  out  the  orders  of  that 
department.  In  many  cases,  however,  numerous  excep- 
tions to  this  control  were  evident,  ranging  all  the  way 
from  leaving  in  the  hands  of  the  foremen  control  of  the 
moving  of  materials  or  the  assignment  of  work  to  specific 
operators,  as  at  the  Link  Belt  Company,  to  the  entire 
administration  of  whole  groups  of  work  according  to  the 
old  methods,  as  in  the  tool  department  of  an  automobile 
factory.  In  almost  every  case  these  conditions  were 
said  to  be  temporary,  awaiting  only  the  opportunity  to 
extend  the  routing  system  to  cover  every  detail  of  opera- 
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tion.  In  a  few  cases,  however,  it  was  stated  to  be  a 
policy  definitely  pursued  and  to  be  continued,  because 
either  of  the  rapidity  or  the  variety  of  operations  or 
their  infrequent  recurrence. 

Evidence  of  the  effectiveness  of  the  routing  system  is 
to  be  found  everywhere  where  it  has  been  fully  de- 
veloped. Work  goes  through  with  a  speed  and  cer- 
tainty unknown  to  former  tyi)es  of  administration.  In 
printing  plants  where  practically  every  order  is  marked 
''  rush  "  careful  planning  and  coordination  of  work  have 
practically  eliminated  the  hurry  and  confusion  which 
usually  accompanies  a  preponderance  of  "  emergency  " 
work.  The  manager  of  one  large  plant  reports  that 
this  result  alone  has  justified  the  installation  of  his 
routing  system.  Waiting  for  work  by  the  operator  has 
been  practically  eliminated  and  prompt  delivery  has 
become  a  rule  in  plants  which  practically  never  before 
were  able  to  meet  a  promise  date.  One  automobile 
manufacturer  who  has  developed  the  stores  and  routing 
systems,  but  not  the  task  and  bonus,  says  that  the 
routing  system  alone,  a  most  elaborate  one,  has  unques- 
tionably saved  him  $750  per  car.  In  other  plants  testi- 
mony varies  (according  to  the  type  of  industry)  as  to 
whether  the  routing  system  alone  has  been  an  economi- 
cal institution;  but  where  these  plants  have  gone  on  to 
the  development  of  task  and  bonus,  they  are  tmanimous 
in  their  assertion  of  its  value  as  an  indispensable  acces- 
sory to  that  featmre  of  management. 

With  reference  to  the  inspection  of  materials,  scien- 
tific management  differs  from  other  current  tyi)es 
mainly  in  its  insistence  on  what  it  calls  ^'  first  inspec- 
tion," by  which  is  meant  the  inspection  of  the  first  piece 
in  a  lot  rather  than  waiting  for  the  entire  lot  to  be 
finished  before  it  is  inspected,  the  object  being  to  detect 
misunderstandings  and  inaccmracies  at  the  beginning  of 
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the  operation  and  before  more  than  one  piece  has  been 
spoiled.  With  this  has  gone  in  most  cases  an  increase 
in  strictness  of  the  final  inspection  also,  considered 
necessary  in  order  to  coimteract  the  possible  tendency 
to  neglect  quality  in  favor  of  speed.  In  all  cases  the 
accomplishment  of  the  task  and  earning  of  the  bonus  is 
contingent  upon  the  satisfactory  quality  of  the  work. 

An  obvious  result  of  the  "  first  inspection  "  has  been 
the  reduction  of  waste;  but  more  far-reaching  and 
rather  imexpected  results  have  followed  from  the  entire 
inspection  system.  The  first  of  these  has  been  the 
general  improvement  of  operating  methods  which  a 
rigid  inspection  has  suggested  and  finally  brought  about, 
as  in  a  box  factory,  where  the  close  inspection  of  lined 
board  led  to  an  entire  overhauling  and  revision  of  the 
methods  of  board  lining;  and  the  second  has  been  the 
substantial  improvement  of  the  product  which  seems 
always  to  have  marked  the  development  of  scientific 
management  methods.  Thus  in  one  instance  an 
American  plant  manuf actiuing  roller  bearings  which 
heretofore  had  been  unable  to  compete  with  European 
makers  has  so  improved  its  quality  as  to  secure  a  foot- 
hold for  it  in  spite  of  foreign  competition. 

One  of  the  first  results  of  the  application  of  the 
methods  of  elementary  time  study  was  to  make  evident 
the  importance  and  necessity  of  standardized  conditions. 
Time  study  itself  suggested  means  by  which  the  working 
conditions  of  the  operator  could  be  made  as  perfect  as 
practicable.  A  task  set  for  one  operator  under  these 
conditions  and  offered  for  acceptance  to  all  workers 
logically  required  the  establishment  of  similar  conditions 
for  the  entire  group.  Out  of  this  very  quickly  grew  the 
policy  of  standardization  of  materials,  equipment  and 
plant  —  a  poUcy  which  has  been  systematically  pursued 
with  rather  spectacular  results  throughout  the  history 
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of  scientific  management.  First  among  these  results 
must  be  mentioned  the  discovery  of  high  speed  steel  by 
Mr.  Taylor  and  Mr.  Maunsel  White.  This  discovery 
was  a  by-product  of  the  effort  to  standardize  the  tools 
with  which  the  task  was  to  be  performed.  Many 
illustrations  of  the  same  type  of  thing  on  a  smaller 
scale  might  easily  be  given.  Suffice  it  to  say  that  ahnost 
every  plant  now  using  scientific  management  in  its 
original  form  has  reduced  its  main  material  require- 
ments to  specifications,  and  that  in  many  cases  these 
specifications  are  for  materials  standardized  and  im- 
proved to  meet  particular  requirements. 

Concurrently  with  the  standardization  of  materials 
has  gone  that  of  equipment.  Mr.  Taylor's  work  in  the 
standardization  of  cutting  tools  and  of  belting  is  char- 
acteristic and  famous,  with  that  of  Mr.  Barth  on 
machine  design  and  also  on  belting  running  a  close 
second.  This  work  is  of  course  still  going  on;  and  each 
new  industry  and  even  new  plant  is  presenting  oppor- 
tunities brought  out  by  time  study  for  the  continuous 
modification  and  improvement  of  equipment,  the  aim 
being  alwasrs  to  increase  the  capacity  and  endurance  of 
the  machine  and  the  ease  with  which  it  is  handled  by  the 
operator.  This  extends  also  to  small  equipment  such  as 
trucks  and  hand  tools.  Usually,  however,  these  efforts 
have  been  directed  almost  exclusively  toward  the  imme- 
diately productive  side  of  the  plant,  while  the  equipment 
for  clerical  work  has  been  comparatively  neglected  — 
so  much  so  that  one  is  rather  struck  with  the  clumsy  and 
inconvenient  mechanisms  often  found  in  planning 
departments. 

Because  of  the  policy  of  scientific  management  to 
utilize  existing  plants  to  the  utmost  extent  and  postpone 
construction  of  new  plant  as  long  as  possible,  there  has 
not  been  the  opportimity  for  the  application  of  scientific 
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principles  to  design,  construction,  and  layout  which  one 
would  like  to  see.  Nevertheless,  one  engineering  com- 
pany has  made  a  specialty  of  designing  plants  in  which 
scientific  management  is  to  be  applied,  and  has  pro- 
duced a  number  of  strikingly  successful  buildings 
from  the  point  of  view  of  convenient  arrangement 
of  departments  and  machines  within  departments,  and 
the  utilization  of  the  best  means  for  securing  light, 
heat,  ventilation  and  sanitation.  In  the  older  plants, 
however,  one  is  at  times  surprised  to  find  how  little 
attention  has  been  paid  to  these  details,  with  the 
exception  of  the  arrangement  of  machinery,  which  is 
usually  adequately  taken  care  of.  Lighting  has  had 
special  attention  in  a  few  cases  where  the  demand  was 
imperative,  and  heating  and  ventilation  in  even  fewer 
still,  and  on  the  whole  it  cannot  be  said  that  these 
important  matters  have  had  the  attention  they  deserve. 
An  investigator  cannot  but  be  unfavorably  impressed 
by  the  dinginess  and  stuffiness  of  some  of  the  plants 
which  in  other  respects  are  such  good  examples  of 
modem  management.  This  condition  is  the  natural 
result  of  the  policy  of  owners  who  insist  on  all  attention 
being  given  to  those  conditions  which  most  directly  and 
visibly  affect  the  output. 

At  the  same  time  that  scientific  management  was 
developing  into  its  present  form,  the  subject  of  cost 
statistics  was  engaging  the  attention  of  managers  and 
experts.  This  detail  of  management  in  fact  spread  its 
influence  far  more  rapidly  than  the  more  ftmdamental 
movement,  partly  on  account  of  the  fallacious  feeling  of 
useful  knowledge  that  statistics  are  apt  to  give  and  the 
comparative  ease  with  which  they  may  be  secured.  To 
Mr.  Taylor  and  his  associates  costs,  tho  of  course  im- 
portant, are  secondary  to  productive  efficiency.  Mr. 
Taylor  was  one  of  the  earliest  of  the  professional  cost 
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6iq)ert8,  and  the  cost  system  that  he  evolved  and  that  is 
now  in  use  in  a  few  plants  is  as  simple  as  is  consistent 
with  effective  ascertainment,  recording,  and  distribu- 
tion of  expenditures.  Without  going  into  technical 
details,  one  of  the  distinctive  features  of  the  Taylor  cost 
Efystem  is  the  use  of  the  forms  for  the  issue  and  move- 
ment of  materials  and  for  the  control  of  operations  as 
the  original  data  for  cost  keeping.  It  is  not  the  practice 
of  scientific  management  experts,  however,  to  insist  on 
the  use  of  this  system,  provided  clients  already  have  a 
sufficiently  accurate  system  in  operation.  In  a  few 
instances,  however  (including  a  department  store),  I 
found  that  the  cost  ssrstem  alone  had  been  put  in  with 
results  apparently  satisfactory. 

It  has  been  pointed  out  many  times  that  the  princi- 
ples characteristic  of  scientific  management  which  have 
proved  themselves  capable  of  such  successful  application 
to  production  might  and  should  be  extended  to  cover  the 
domains  of  selling  and  financing,  with  of  course  such 
modifications  of  method  as  the  different  problems  pre- 
sented by  these  subjects  suggest.  Thus  far,  however, 
the  merest  beginning  has  been  made  in  this  direction. 
One  plant,  a  machine  shop,  has  applied  to  its  sales 
organization  the  principles  of  analysis  of  product,  train- 
ing and  routing  of  men,  and  codperation  between  the 
management  and  the  salesmen,  which  it  had  long  used 
in  its  production  department.  This  is  a  small  concern, 
however,  and  the  methods  thus  far  developed  and  the 
results  attained,  tho  satisfactory,  cannot  be  said  really 
to  show  the  possibilities  of  a  thoro  appUcation  on  a 
large  scale. 

The  real  test  of  the  success  of  a  system  of  manage- 
ment is  not  to  be  f  otmd  in  such  isolated  examples  as 
have  been  cited  but  rather  in  its  net  effect  on  the  busi- 
ness as  a  whole.     For  obvious  reasons  it  is  difficult  to 
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get  accurate  information  in  regard  to  this  from  private 
plants.  The  most  detailed  exhibit  of  total  costs  and 
total  results  is  to  be  found  in  the  reports  of  the  Chief  of 
Ordnance  on  the  application  of  the  system  to  arsenals, 
particularly  those  at  Watertown  and  Springfield,  Massa- 
chusetts, and  Frankf  ord,  Pennsylvania.  These  results 
show  in  one  year:  — 

Savings  from  improved  shop  management,  and 

premium  system $240,461.93 

Savings  resulting  from  the  use  of  surplus  stock  . .     122,789.61 


Total $323,251.64» 

One  private  concern,  manufacturing  molding  ma- 
chines, reports  that  its  product  is  now  three  times  what 
it  was  before  it  adopted  scientific  management,  while  its 
total  force  has  remained  the  same.  Another  is  pro- 
ducing slightly  more  than  it  did  six  years  ago  with  a 
little  over  two-thirds  the  force  it  then  had.  Another 
plant  manufacturing  automobiles  (ah'eady  referred  to) 
reports  that  it  is  saving  $750  per  car;  while  still 
another,  in  which  the  application  of  the  system  has 
extended  only  over  one  year,  reports  already  a  saving  of 
$100  per  car.  Another  plant  which  had  passed  its 
dividends  for  several  years  found  itself  in  a  position, 
partly  as  the  result  of  the  development  of  the  system,  to 
declare  a  dividend  of  18  per  cent.  A  structural  iron 
concern  reported  that  the  total  cost  of  installing  the 
system,  $18,000,  was  recovered  by  it  m  savings  effected 
within  three  years.  The  results  of  the  application  of 
scientific  management  to  the  Santa  Fe  Railroad  are 
hotly  disputed;  but  on  the  whole  it  seems  clear  that 
considerable  economies  were  accomplished. 

The  gross  results,  however,  are  not  always  so  favor- 
able.    There  have  been  partial  successes  and  unques- 

1  See  Gen.  Groifar'B  Report,  for  1913, 1018,  And  1014. 
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tioned  failures,  to  say  nothing  of  one  curious  example,  a 
textile  machine  shop,  which  at  the  end  of  three  years 
apparently  showed  a  failure  but  in  which  a  sudden 
access  of  energy  brought  about  a  complete  and  striking 
success.  Failures,  as  will  be  shown  in  detail  later,  have 
been  in  some  cases  due  to  the  financial  inability  of  the 
concern  to  stand  the  cost  of  introduction  over  a  suffi- 
ciently long  period.  In  a  few  instances  this  condition 
was  accentuated  by  panic  conditions  as  in  1907;  in  a 
few  others  the  cost  was  excessive  by  reason  of  incom- 
petent "  experts  "  and  the  setting  of  tasks  so  crudely  as 
to  make  possible  excessively  high  bonuses.  In  general 
it  may  be  said  that  wherever  the  development  of  the 
system  has  been  allowed  to  be  carried  through  to  a  con- 
clusion, the  outcome  has  been  satisfactory;  but  that  in 
some  cases  the  cost  of  development  and  the  slowness  of 
retiuns  has  resulted  in  stopping  the  work  long  before  it 
was  completed. 

III.  Effects  on  Employees 

Thus  far  we  have  been  discussing  the  results  of  scien- 
tific management  from  the  point  of  view  of  the  em- 
ployer. A  movement,  however,  which  has  already 
affected  over  63,000  employees  (including  about  20,000 
in  transportation  in  addition  to  the  43,000  in  industrial 
plants),  and  which  bids  fair  to  extend  to  a  much  greater 
number,  must  be  considered  with  equal  care  from  the 
point  of  view  of  its  influence  and  effect  on  the  workman. 
Owing  to  the  great  number  of  units  involved,  an  exhaus- 
tive survey  of  these  effects  will  be  out  of  the  question  for 
other  than  government  agency.  Miss  Edith  Wyatt 
investigated  personally  and  rather  fully  the  effect  of 
scientific  management  on  the  woman  employees  in 
three  plants.^    The  House  Committee  on  Labor  of  the 

>  See  Cbtfk  and  Wyatt,  Making  Both  Enda  Meet,  Chapter  7. 
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62d  Congress  made  an  investigation  as  the  result  of  a 
brief  strike  at  the  Watertown  Arsenal^  and  its  findings 
are  published  in  connection  with  their  report.^  General 
Crozier  has  gone  fully  into  the  question  in  his  annual 
reports  on  the  application  of  scientific  management  in 
the  arsenals.^  My  information  is  derived  chiefly  from 
these  soiu^ces,  supplemented  to  some  extent  by  such 
personal  investigation  as  I  have  been  able  to  make. 

First  as  to  wages.  In  no  case  that  I  could  find  were 
the  basic  rates  lower  than  those  customary  in  the  indus- 
try and  locality  involved.  In  every  case  where  the 
development  of  the  system  had  progressed  to  anything 
like  completion,  the  bonus  principle  was  being  effec- 
tively applied.  Bonuses  are  figured  in  a  variety  of 
ways,  which  it  is  unnecessary  to  go  into  here.  By  the 
Taylor  and  Gantt  methods  a  considerable  degree  of 
efficiency  has  to  be  attained  before  any  bonus  at  all  is 
paid,  but  when  the  bonus  point  is  reached  the  amount  of 
premium  is  comparatively  large,  ranging  from  25  per 
cent  to  100  per  cent.  By  the  Emerson  method  a  bonus 
is  paid  for  any  increase  above  67  per  cent  of  the  stand- 
ard efficiency  on  a  given  job.  This  bonus  reaches  20 
per  cent  when  the  standard  efficiency  is  attained  and 
one  per  cent  is  added  for  each  one  per  cent  increase  in 
efficiency.  The  Taylor  method  of  time  study  and  task 
setting  makes  it  exceedingly  difficult  for  workmen  to 
exceed  the  task  to  any  considerable  extent;  while  by 
the  Emerson  method  an  exceptionally  good  workman 
is  expected  to  go  far  beyond  100  per  cent,  and  in  prac- 
tice has  often  done  so.  For  this  reason  the  range  of 
bonus  earned  in  the  Emerson  plants  is  from  zero  to  300 

1  The  Taylor  and  Other  Systeme  of  Shop  Management.  Special  Committee  to 
inveeticate  the  Taylor  and  other  qnrtems  of  ahop  management,  Goverament  Printing 
Office,  Washington,  1912. 

I  Annual  Reports  of  the  Chief  of  Ordnance,  1911,  1912,  1913,  1914,  Government 
Printing  Office,  Washington. 
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per  cent  or  400  per  cent;  while  in  the  Taylor  and  Gantt 
plants  it  has  ranged  from  20  per  cent  to  about  100  per 
cent. 

The  proportions  of  bonus  earners  to  non-bonus 
earners  also  vary  widely^  depending  partly  on  the  degree 
of  completion  of  the  development  of  the  system  and 
partly  on  the  policy  of  the  management.  It  is  the 
general  expectation  of  the  consulting  engineers  that  the 
bonus  will  be  applied  sooner  or  later  to  about  90  per 
cent  of  the  employees,  the  other  10  per  cent  being  en- 
gaged in  types  of  work  which  for  one  reason  or  another 
are  not  susceptible  to  the  task  and  bonus  method. 
This  was  found,  with  one  exception,  to  be  the  aim  of  the 
management.  That  exception  was  a  foundry  in  which 
the  manager  explained  that  it  was  necessary  to  apply 
the  bonus  only  to  one  out  of  three  employees,  as  the 
increased  efficiency  which  this  incentive  produced  in 
him  would  compel  the  others  to  keep  up  with  him.  It 
must  be  said,  however,  that  this  is  utterly  contrary  to 
the  policy  and  method  of  the  experts  themselves  and 
that,  in  general,  no  such  method  can  be  expected  to 
succeed.  In  practice  it  was  found  that  where  the 
system  had  been  in  operation  three  years  or  more,  there 
were  from  50  per  cent  to  85  per  cent  of  the  employees 
earning  bonuses  ranging  from  10  per  cent  to  60  per  cent 
or  70  per  cent.  In  addition  to  this  there  was  at  least 
one  plant  using  the  Taylor  differential  piece  rate  in 
which  the  low  rate  is  10  per  cent  above  that  prevailing 
in  the  conmiunity,  while  the  high  rate  is  43  per  cent 
higher.^ 

One  case  was  found  in  Chicago  in  which  the  bonus 
system  was  being  abandoned  because  in  the  opinion  of 
the  management  the  men  had  not  sufficient  ambition  to 

>  8m  Appendix  I,  Report  of  tba  Chief  of  Oidnaaoe,  United  SUtee  Army,  1918,  for 
tablet  ghriBK  eiperienne  •«  Watertown  AreaneL 
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stir  them  to  take  advantage  of  it.  An  investigation 
showed,  however,  not  only  that  the  men  were  on  the 
whole  rather  shiftless  but  that  the  form  of  bonus  offered 
by  the  dianagement  was  not  calculated  to  act  as  a 
powerful  incentive.  It  can  be  said  in  general  that  the 
bonus  method,  when  employed  in  the  form  recom- 
mended by  the  experts,  has  acted  xmiformly  as  a 
stimulus  to  increase  efficiency,  and  that  the  claim  that 
scientific  management  has  invariably  raised  wages  is 
easily  substantiated  by  the  facts. 

It  is  pertinent  to  inquire,  however,  whether  the  in- 
creased wages  due  to  increased  output  are  obtained  at 
the  cost  of  the  health  of  the  employees.  This  question 
also  was  fully  investigated  by  Miss  Wyatt,  with  the 
conclusion  that  not  only  was  their  health  unimpaired 
but  that,  on  the  contrary,  the  conditions  under  which 
the  maximimi  efficiency  is  secured  have  led  to  improve- 
ment in  health.  The  investigation  at  Watertown 
Arsenal  was  unable  to  find  any  case  of  injuries  to 
health  traceable  to  the  system.  Since  that  investiga- 
tion it  has  been  alleged  that  there  has  been  an  increase 
of  accidents  at  the  Watertown  Arsenal.  The  analysis 
by  General  Crozier  shows,  however,  that  the  increase 
of  accidents  has  been  among  those  who  are  not  yet 
working  on  task  and  bonus;  while  for  those  who  are 
operating  under  the  Taylor  system  there  has  been,  on 
the  contrary,  a  decrease  of  accidents.^ 

1  This  point  is  ao  important  tliat  it  is  worth  while  to  give  General  Crosier's  state- 
ment regarding  it.  "  Careful  record  of  all  accidents  is  kept  at  the  arsenal.  Most  of 
the  accidents  occur  in  the  machine  shop.  During  the  fiscal  year  ended  June  30, 1918, 
the  total  number  injured  in  this  shop  was  34,  of  which  5.  or  14.7  per  cent,  were  working 
on  premium  at  the  time.  During  the  fiscal  year  ended  June  30. 1913,  67  persons  were 
injured  in  the  machine  shop,  of  which  13,  or  22.8  per  cent,  were  premium  workers. 
During  these  two  years  the  number  of  workmen  employed  in  the  machine  shop  remained 
about  the  same,  but  the  amount  of  premium  work  increased  nearly  fourfold.  That  is, 
while  the  amount  of  premium  work  increased  about  300  per  cent,  the  percentage  of 
accidents  to  premium  workers  increased  only  8.1.  During  the  nine  months  from 
October  to  June,  1913,  83  machinists  were  injured,  10  of  whom,  or  approximately  30 
per  cent,  were  premium  workers.     During  this  same  period  44.8  per  oent  of  the  work 
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The  attention  given  to  the  reduction  of  fatigue 
early  in  the  development  of  scientific  management  is 
familiar  to  all  who  have  read  the  accoimts  of  the  work 
of  ''  Schmidt/'  the  pig-iron  handler  at  Bethlehem,  and 
of  the  inspector  girls  at  the  roller  bearing  factory  in 
Fitchbui^.  The  necessity  of  making  an  allowance  for 
fatigue  in  establishing  a  task  is  too  obvious  to  call  for 
comment;  and  it  is  now  as  always  an  essential  part  of 
the  work  of  an  experienced  chronometrist  to  take  this 
factor  into  account,  not  merely  with  reference  to  the 
motions  of  the  operator  but  with  reference  to  the 
redesign  of  machines  and  equipment  to  the  end  of  re- 
ducing the  necessary  motions  to  a  minimum.  The 
result  of  this  process  is  well  illustrated  in  the  case  of  a 
machinist  I  saw  in  Philadelphia.  This  man  is  now 
operating  five  automatic  gear  cutters  instead  of  the  two 
which  used  to  be  considered  his  limit.  In  the  handling 
of  the  gear  blanks  the  worker  showed  a  precision  and 
ease  of  movement  resulting  in  the  maximum  of  accom- 
plishment with  the  minimum  of  effort,  which  is  in  the 
strongest  contrast  to  the  nervous  haste  which  in  most 
plants  is  accounted  speed.  Incidentally  it  may  be 
noted  that  this  man  is  now  earning  $11  a  day. 

One  difficulty  has  been  found  in  a  few  instances  of 
over-eagerness  of  employees  to  undertake  larger  tasks 
than  those  proposed,  with  the  idea  of  earning  larger 
bonuses.  In  two  plants,  employing  girls  mainly,  in  which 
this  condition  arose,  operators  were  allowed  to  try  the 
larger  tasks  under  the  supervision  of  the  factory  nurses. 
In  one  instance  the  new  task  was  obviously  too  great  for 
the  operator;  in  the  other,  altho  the  operator  seemed  to 
be  able  to  accomplish  it,  it  was  felt  that  the  arrange- 
in  the  maohine  shop  was  premium  work.  It  thus  appean  that  the  peroentage  of 
aoddents  among  the  premium  workers  was  lees  than  the  percentaee  of  premium  work; 
that  is,  that  the  greater  proportion  of  aoddents  during  these  nine  montha  occurred 
among  the  day  workers."     Report  Chief  of  Ordnance,  1913,  Appendix  I,  p.  08. 
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ment  might  not  be  permanently  satisfactory;  so  in 
both  cases  they  were  put  back  on  the  tasks  as  originally 
set. 

The  extent  to  which  the  interest,  loyalty,  sobriety, 
thrift,  and  ambition  of  employees  are  increased,  as  is 
claimed  by  the  advocates  of  scientific  management  to 
be  the  natural  and  usual  result  of  their  work,  is  difficult 
to  determine  in  detail.  If  one  may  judge  from  rapid 
personal  inspection  of  employees  at  work  under  the 
system,  there  can  be  no  question  of  their  closer  applica- 
tion and  deeper  interest  in  the  work  they  are  doing. 
This  interest  extends  beyond  their  own  work  to  that  of 
the  management.  Inasmuch  as  the  success  of  the 
worker  in  earning  the  bonus  depends  partly  on  the 
smoothness  with  which  the  administrative  department 
is  conducted,  the  foremen  and  other  executives  receive 
nimierous  and  forceful  suggestions  on  this  score  if  any- 
thing goes  wrong.  I  have  often  seen  workmen  remind- 
ing their  "bosses,"  in  no  uncertain  terms,  of  their 
failure  to  live  up  to  their  managerial  responsibilities. 
In  fact,  the  authority  of  the  operators  within  their  own 
sphere  is  one  of  the  outstanding  peculiarities  of  a  scien- 
tific management  plant. 

Perhaps  the  most  striking  evidence  of  loyalty  of 
employees  under  scientific  management  is  the  length  of 
time  they  remain  with  their  plants  and  the  relatively 
infrequent  changes  in  the  pajrroll.  This  has  finisher 
been  illustrated  in  the  demonstrated  difficulty  or  im- 
possibility of  inducing  even  union  employees  in  these 
plants  to  walk  out  or  stay  out  in  sympathetic  strikes,  as 
was  the  case  in  Philadelphia  in  1910.  With  reference  to 
sobriety,  experience  has  shown  that  immoderate 
drinkers  are  incapable  of  standing  up  to  the  work,  with 
the  result  that  they  have  gradually  eliminated  them- 
selves from  these  plants.      Thrift  and  ambition  are 
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qualities  which  cannot  be  created  by  scientific  manage- 
ment^  but  the  opportunity  for  their  exercise  may  be 
provided  by  a  favorable  environment,  this  environ- 
ment including  high  wages  and  the  recognition  of  su- 
perior ability.  Such  an  envirozmient  is  provided  by  the 
sjTstem,  and  my  observations  confirm  those  of  Miss 
Wyatt  to  the  effect  that  the  favorable  conditions  are 
being  taken  advantage  of.  On  the  other  hand,  there 
have  been  a  few  instances  where  a  tendency  to  extrav- 
agance and  dissipation  has  also  been  increased  by  the 
bonus. 

An  investigator  is  forcibly  struck  by  the  notable 
increase  in  the  personal  efficiency  of  operatives  who  have 
worked  for  any  length  of  time  on  task  and  bonus.  This 
is  the  logical  result  of  the  intensified  personal  instruction 
given  them  by  the  management.  Another  consequence 
of  this  instruction  has  been  the  development  of  em- 
ployees to  the  promotion  point  faster  than  it  was 
possible  to  find  openings  for  them.  This  condition  has 
occasionally  been  met  by  finding  them  better  paid  and 
higher  positions  in  other  plants.  Another  character- 
istic result  has  been  the  broadening  of  the  technical 
proficiency  of  the  employee  which  follows  from  the 
method  sometimes  pursued  of  training  them  in  several 
varieties  of  work,  m  order  to  interchange  them  from  one 
department  of  a  factory  to  another  to  meet  seasonal 
fluctuations  of  the  demands  m  various  departments. 
The  possibilities  of  this  policy  have  not,  however,  by  any 
means  been  exhausted. 

While  the  results  just  described  apply  to  the  great 
majority  of  workers  affected  by  this  system,  there  is  no 
doubt  that  there  have  been  instances  of  less  satisfactory 
consequences.  It  seems  generally  true  that  in  the  first 
application  of  time  study  methods,  the  operators 
studied  are  made  considerably  discontented  and  ''  ner- 
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vous  "  by  the  process.  While  as  a  rule  this  nervousness 
and  discontent  soon  disappear,  there  appear  to  be  some 
men  who  never  get  used  to  time  study.  A  competent 
practitioner  recognizing  this  fact  transfers  his  time 
study  to  some  other  operator,  in  which  case  the  indi- 
vidual too  nervous  to  be  made  the  subject  of  a  time 
study  usually  has  no  objection  later  to  accomplishing  the 
resulting  task.  There  has  also  been  at  the  beginning 
of  development  in  various  plants  considerable  dissatis- 
faction with  the  share  of  the  increased  profit  paid  to  the 
workman  as  a  bonus.  They  have  not  been  able  at  first 
to  see  why,  if  production  is  increased  100  per  cent  their 
wages  should  be  increased  but  30  per  cent.  A  brief 
explanation,  however,  of  the  part  taken  by  the  manage- 
ment and  the  expense  undergone  by  it  in  providing  the 
conditions  under  which  the  increased  production  is 
alone  possible,  has  in  the  great  majority  of  cases  been 
satisfactory  to  the  employee. 

While  the  task  is  set  for  the  average  good  worker,  it 
has  pxuposely  been  made  sufficiently  difficult  to  act 
selectively,  and  there  have  been  employees  unable  to 
accomplish  it  at  first  who  in  their  discouragement  have 
left  their  jobs  before  they  had  reached  the  bonus-earn- 
ing point.  In  addition  to  these  there  are  undoubtedly 
some  who  were  incapable  ever  of  attaining  the  standards 
set.  Bonus  records  as  kept  in  various  plants,  however, 
show  that  the  proportion  of  these  employees  is  very 
small.  On  the  other  hand,  I  have  been  unable  to  find 
any  evidence  of  overstrain  in  the  effort  to  earn  the 
bonus. 

The  question  has  been  raised  whether  the  rigid 
standardization  of  processes  and  the  precise  instructions 
to  workmen  have  not  tended  to  suppress  initiative, 
judgment,  and  progress.  Strange  to  say,  the  only 
evidence  I  have  found  of  this  has  been  on  the  part  of  the 
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consulting  engineers  themselves,  with  some  of  whom 
the  comparative  perfection  of  methods  developed  ten 
years  ago  has  tended  to  preclude  the  admission  of 
the  possibility  of  advance  through  any  apparently 
radical  or  substantial  change.  With  the  workmen, 
however,  it  is  generally  true  that  the  greater  skill 
resulting  from  standardization  and  instruction  has  led 
to  a  correspondingly  greater  confidence  and  freedom  of 
initiative  and  suggestion,  and  many  of  the  detailed 
improvements  worked  out  in  practice  are  credited  by 
the  experts  to  the  workmen  themselves.^ 

IV.  Relations  wtth  the  Pubuc  and  with 
Organized  Labob 

When  we  turn  from  the  employer  and  the  employee  to 
the  third  party  hi  interest  —  the  pubhc  —  we  find  the 
available  data  to  be  quite  limited,  due  mainly  of  course 
to  the  comparatively  short  time  that  scientific  manage- 
ment has  been  a  real  factor  in  industry  and  the  rela- 
tively small  proportion  of  plants  using  it.  There  is 
sufficient  information  available,  however,  to  point  to 
far-reaching  ultimate  social  effects  and  consequences. 
In  this  paper  such  facts  as  we  have  will  be  briefly  stated 
and  the  discussion  of  economic  tendencies  with  probable 
results  continued  in  a  later  issue.  That  scientific  man- 
agement has  had  the  effect  of  raising  losing  concerns  into 
the  profit-making  class  and  thereby  retaining  a  certain 
degree  of  competition  which  might  otherwise  have  been 
reduced  has  been  evident  iq  several  cases,  some  of 
which  have  already  been  pointed  out  in  our  discussion 
of  gross  results. 

There  is  no  strong  evidence  at  the  present  time  to 
show  that  the  increased  efficiency  of  scientific  manage- 

>  See  C.  B.  Thompeon,  **  The  GMe  f or  Soientific  MeDacement,"  Sodologtcel  BeYJew, 
▼d.  vfi,  p.  810. 
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ment  has  resulted  in  lower  prices  to  the  public,  for  the 
reason  that  most  of  those  now  using  it  stand  in  a  quasi- 
monopoly  position  in  which  there  is  no  necessity  for 
them  to  reduce  their  prices  substantially  below  those  of 
their  competitors,  notwithstanding  their  larger  profits. 
An  interesting  question  is  being  raised  by  the  fact  that 
public  service  corporations  operated  under  scientific 
management  are  in  a  fair  way  to  show  unusually  large 
profits  based  on  rates  which  would  be  considered  normal 
for  concerns  operating  by  the  usual  methods.  Will 
public  service  commissions  apply  to  these  more  modem 
concerns  the  8  per  cent  rule,  thus  depriving  them  of  the 
benefits  of  their  superior  management  ?  The  one 
instance  in  which  the  public  has  benefited  conspicu- 
ously by  the  reduction  of  price  is  in  a  very  highly  com- 
petitive industry — the  automobile  industry — in  which 
the  reduction  in  the  selling  price  of  thecarwas  apparently 
the  essential  condition  on  which  the  concern  could  live. 
In  this  instance  a  car  selling  with  small  profit  at  $2,950 
has  been  reduced  in  price  to  $2,150  with  a  considerable 
increase  in  profit.  This  result  is  said  by  the  company 
without  qualification  to  be  due  to  the  application  of 
scientific  management. 

The  one  phase  of  the  relations  of  scientific  manage- 
ment to  the  public  on  which  considerable  information  is 
available  is  that  of  its  relations  with  the  labor  problem 
and  more  particularly  with  organized  labor.  The  social 
import  of  the  general  increase  of  wages  through  the 
bonus  for  the  individual  employee  varies  of  course  with 
the  number  of  employees  involved.  Thus  far  it  is  safe 
to  say  that  it  has  affected  about  40,000.  These  are 
widely  scattered,  however,  and  no  notable  social  ad- 
vantage has  accrued.  The  selective  methods  of  scien- 
tific management  would  appear  to  have  some  bearing 
on  the  problem  of  unemployment.    Thus  far  it  has  been 
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the  consistent  policy  of  consulting  experts  never  to  dis- 
charge an  employee  on  account  of  changes  in  the  system 
of  administration.  It  is  also  their  policy  to  spur  the 
management  to  such  an  increase  in  its  selling  activity  as 
to  take  up  the  expected  increase  in  production  as  rapidly 
as  the  latter  is  attained;  hoping  thereby  to  retain  or  even 
add  to  the  number  of  persons  employed.  In  many 
cases  the  management  has  succeeded  in  increasing  its 
sales  in  the  manner  and  with  the  result  suggested.  In 
other  instances,  however,  the  result  has  been  ultimately 
a  decrease  in  the  number  employed,  brought  about  not 
by  the  discharge  of  employees  but  by  refraining  from 
filling  the  places  of  those  who  in  the  natural  course  of 
things  drop  out.  The  dropping  out  process  has  also 
been  facilitated  somewhat  by  the  application  of  the  task 
and  bonus,  as  a  result  of  which  those  who  are  for  any 
reason  dissatisfied  with  it  seek  employment  elsewhere. 
The  net  effect  of  these  changes,  however,  involving  as 
they  do  but  a  small  part  of  the  total  number  of  em- 
ployees, widely  scattered,  and  resulting  from  a  process 
necessarily  slow  in  its  development  and  carried  on  by  a 
small  number  of  practitioners,  is  exceedingly  slight;  and 
it  cannot  be  said  that  scientific  management  has  as  yet, 
no  matter  what  its  future  influence  may  be,  affected  the 
problem  of  unemployment. 

The  American  Federation  of  Labor,  however,  has 
devoted  a  considerable  share  of  its  attention  to  what  it 
considers  the  dangers  of  scientific  management.  The 
agitation  against  it  seems  to  have  originated  in  the 
International  Association  of  Machinists.  In  1911,  Mr. 
James  O'Connell,  at  that  time  president  of  the  Associa- 
tion and  now  a  member  of  the  National  Industrial 
Relations  Conomission,  issued  a  fiery  circular  to  his 
constituents  condemning  wholesale  his  conception  of 
the  Taylor  system.     The  strike  of  the  molders  at  the 
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Watertown  Arsenal  in  1911  drew  the  attention  of  other 
labor  leaders  to  the  sjrstem,  and  Mr.  Frey  of  the  Inter- 
national Association  of  Molders  and  Mr.  Duncan,  first 
vice-president  of  the  American  Federation  of  Labor, 
Mr.  John  Mitchell,  and  many  other  officials,  have  since 
taken  up  the  cudgels  vigorously.  Their  opposition  is 
aimed  primarily  at  the  possible  weakening  of  the  co- 
hesion of  organized  labor  under  scientific  management 
based  on  known  facts;  and  particularly  against  the 
insistance  on  individual  bargaining,  which  has  marked 
the  practice  of  Mr.  Taylor  and  his  associates. 

At  the  Seattle  Convention  of  the  Federation  in  1913  * 
and  the  Philadelphia  Convention  in  1914,*  resolutions 
.condemning  the  system  were  adopted.  At  the  same 
time  a  determined  effort  has  been  made  to  introduce  and 
pass  through  Congress  a  bill  to  prohibit  the  use  of  the 
stop-watch  or  any  premiimi  or  bonus  sjrstem  in  any 
plant  operated  by  the  government,  aimed  of  course  at 
the  Taylor  system  as  developed  in  the  arsenals. 

The  resolutions  and  speeches  of  labor  leaders  and  their 
congressional  advocates  have  thus  far  been  marked  by 
a  conspicuous  lack  of  information  in  regard  to  the 
sjTstem  they  are  condemning;  and  scientific  manage- 
ment exponents  and  managers  of  plants  using  the 
system  have  observed  a  great  reluctance  on  the  part  of 
these  leaders  to  avail  themselves  of  the  opportunities 
frequently  offered  them  to  secure  at  first  hand  the 
information  for  intelligent  dealing  with  the  subject. 
The  exhaustive  investigation  of  the  House  Committee 
on  Labor  of  the  62d  Congress  resulted  in  a  report 
recommending  that  no  l^islation '  be  made,  as  the 

1  See  Report  of  Prooeedings  of  the  Thirty-Third  Annual  Convention  of  the  Ameri- 
ean  Federation  of  Labor,  held  at  Seattle,  Waahinffton,  November  10  to  22,  indualve, 
1913,  pace  209. 

•  See  Report  of  Prooeedinga,  p.  326. 

*  Report  of  Special  Committee  to  Investigate  the  Taylor  and  Other  Syvtema  of 
Shop  Management  (e2d  Congreea,  2d  Seenon,  House  Report  403,  1912). 
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deleterious  effects  alleged  by  the  opponents  of  the  sys- 
tem had  not  been  found  in  practice.  The  House 
Committee  on  Labor  of  the  63d  Congress,  without  an 
investigation,  reported  a  bill  proposed  by  the  labor 
unions;  ^  but  this  bill  has  not  come  to  a  vote. 

Thus  far  Mr.  Taylor  and  most  of  the  other  practi- 
tioners of  scientific  management,  while  recognizing  the 
historical  benefit  of  labor  organizations,  have  insisted 
that  there  is  no  need  for  them  in  plants  enjoying  the 
favorable  conditions  for  labor  created  by  their  system, 
and  further  that  in  such  plants  there  is  no  place  for  col- 
lective agreements,  inasmuch  as  in  their  opinion  all  the 
matters  which  might  be  made  the  subject  of  collective 
bargaining  are  matters  of  fact  determinable  by  experi- 
ment and  not  subject  to  agreement  or  opinion.  They 
infflst  f lu-ther  that  in  their  experience  there  has  been  no 
necessity  for  considering  particularly  relations  with 
labor  unions  and  that  such  consideration  would  only 
add  to  the  already  large  difficulties  of  their  work. 

In  spite  of  the  fact  that  many  of  the  plants  now  using 
scientific  management  have  among  their  employees 
members  of  unions,  and  notwithstanding  the  public 
opposition  of  labor  leaders,  the  only  instance  of  actual 
organized  opposition  to  the  original  Taylor  system  was 
that  at  Watertown  already  referred  to,  where  the 
molders  walked  out  during  the  absence  of  the  consulting 
manager  and  on  account  of  a  detail  of  the  work  begun 
without  his  authorization.  This  difficulty  was  soon 
adjusted,  the  men  went  back  to  work  and  have  been 
working  continuously  since,  altho  in  the  meantime  the 
matter  has  been  taken  up  by  their  official  leaders  and 
made  the  subject  of  petitions  to  the  Secretary  of  War  * 

1  See  Hearings  before  the  Committee  on  Labor,  House  Report,  63d  Congress,  on 
House  Report  8662,  April  17,  18.  and  20,  1914. 

*  See  Appendix  to  Report  of  Chief  of  Ordnanoe,  1913.  Government  Printing  Office, 
Washington. 
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and  the  agitation  in  Congress  already  described.  There 
have  been  a  few  instances  of  "  labor  troubles  "  in  con- 
nection with  the  installation  of  certain  derived  forms  of 
the  Taylor  system,  due  in  general  either  to  the  bungling 
of  a  subordinate  on  the  job,  as  in  the  case  of  a  plush 
mill,  or  to  the  irreconcilable  attitude  of  the  union 
leaders,  as  in  the  case  of  the  engineers  on  the  Sante  Fe. 
In  other  plants  there  have  been  conferences  in  a  few 
instances  between  the  management  and  representatives 
of  local  unions  concerning  details  of  administration,  and 
arrangements  satisfactory  to  both  sides  have  been 
effected.  In  a  few  cases  the  extension  of  scientific 
management  from  unorganized  parts  of  the  plant  to 
other  departments  highly  organized  has  been  delayed 
on  account  of  the  fear  of  labor  union  opposition.  In 
several  instances  efforts  of  organizers  to  unionize 
departments  using  the  system  have  failed  on  account  of 
the  satisfaction  of  the  employees  with  the  conditions  of 
their  work.  In  one  plant  where  scientific  management 
was  fully  developed  and  in  complete  operation,  the 
management,  for  reasons  unconnected  with  the  system 
or  with  working  conditions,  has  itself  authorized  and 
aided  the  organization  of  its  employees.  In  the  great 
majority  of  applications,  however,  there  is  no  attention 
paid  to  the  question  whether  the  employees  are  union- 
ized or  not;  and  local  imions  conversely  have  ignored 
the  development  of  the  system. 

That  the  general  satisfaction  of  the  employees  under 
scientific  management  has  had  a  stabilizing  influence  in 
the  direction  of  industrial  peace  has  been  illustrated  in  a 
number  of  instances  like  that  already  cited  of  the  gen- 
eral strike  in  Philadelphia  in  1910.  In  other  plants,  > 
during  the  I.  W.  W.  agitation  in  1911-12,  the  employees 
kept  themselves  well  outside  the  drift  toward  that 
organization.     It  is  evident  on  the  whole  that  the  reali- 
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zation  by  the  employees  of  the  fact  that  scientific 
management  automatically  provides,  at  no  cost  to 
them^  higher  wages  and  better  working  conditions  than 
can  be  shown  by  labor  organization,  has  weakened  the 
hold  of  the  latter  upon  them.  When  to  this  is  added 
the  instinctive  defense  of  the  principles  of  collective 
bargaining,  restriction  of  output,  and  imiform  wages,  by 
the  labor  leaders  and  the  reaction  to  a  fighting  attitude 
on  the  part  of  some  leaders  in  scientific  management,  we 
have  the  chief  factors  to  which  must  ultimately  be  laid 
the  persistent  opposition  of  the  labor  officials. 

V.  Failures  and  Their  Causes 

It  is  well  known  that  the  efforts  to  apply  scientific 
management  have  not  met  with  uniform  success.  The 
results  have  ranged  all  the  way  from  absolute  failure, 
by  which  is  meant  the  complete  cessation  of  work  on  the 
system  at  any  point  in  its  development  and  the  rejection 
of  what  had  been  already  accomplished,  to  complete 
success,  by  which  is  meant  the  development  and  reten- 
tion of  all  details  of  the  system  in  their  application  to  at 
least  one  complete  department  of  a  plant.  Between 
these  two  extremes  are  many  cases  of  partial  success, 
by  which  is  meant  the  development  and  retention  of 
some  important  detail  such  as  the  stores,  routing  or 
cost  sub-systems.  Of  the  107  industrial  plants  for 
which  information  on  this  point  is  available  and  in 
which  the  work  has  progressed  far  enough  to  warrant 
formation  of  a  judgment,  68  may  be  called  complete 
successes,  15  partial  successes,  and  34  failures;  29  of 
these  34  failures  are  connected  with  the  derived  forms, 
constituting  38.6  per  cent  of  the  applications  of  such 
forms,  while  5  are  connected  with  the  original  Taylor 
forms,  constituting  9.4  per  cent  of  their  applications. 
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Of  the  17  cases  now  to  my  knowledge  in  process,  there 
is  good  reason  to  suppose  that  15  will  be  partial  or  com- 
plete successes  and  2  probably  failures. 

An  analysis  of  thecauses  of  failure  shows  a  noticeable 
concentration  about  two  factors  —  the  personality  of 
the  consulting  engineers  and  the  personality  of  the 
management.  Several  failures  are  due  to  the  inex- 
perience and  incompetence  of  the  so-called  ''  experts '' 
put  on  the  job;  others  to  their  lack  of  adaptability  to 
new  conditions  or  to  the  personality  of  the  owners;  and 
still  others  to  an  unwillingness  on  the  part  of  the  expert 
to  familiarize  himself  personally  with  the  shop  opera- 
tions. In  at  least  two  cases  the  experts  spoiled  their 
chances  of  success  by  indulgence  in  impractical  and 
expensive  experiments.  In  one  instance  the  wholesale 
importation  of  outside  men  (made  necessary,  it  is  true, 
by  the  unwillingness  of  the  management  to  provide  men 
from  its  own  staff)  was  a  large  contributing  factor. 

On  the  other  hand,  even  more  cases  of  failure  are  due 
to  the  management  itself.  Chief  among  these  has  been 
the  spasmodic  way  in  which  owners,  without  due  inves- 
tigation or  realization  of  what  the  development  of 
scientific  management  meant,  have  rushed  into  it  only 
to  begin  to  vacillate  before  the  engineers  had  had  time  to 
produce  any  substantial  results.  This  has  been  the 
case  particularly  where  the  owners  have  gone  into 
scientific  management  in  response  to  advertising  or 
other  forms  of  solicitation.  In  a  considerable  propor- 
tion of  the  failures  there  has  been  marked  dissension  in 
the  management,  notably  in  certain  instances  where  the 
foremen  have  for  a  long  time  enjoyed  practical  control 
of  the  business.  This  condition  is  fostered  also  by 
absentee  control,  or  control  by  financiers  or  lawyers 
unacquainted  with  the  practice  of  industrial  manage- 
ment and  therefore  unable  to  adjust  the  inevitable 
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difficulties  which  arise  between  subordinate  officials 
and  experts  in  almost  every  case.  There  must  be 
mentioned  also  a  few  cases  where  the  sheer  incompe- 
tency of  the  management  made  success  under  any 
system  impossible. 

In  a  f ahrly  large  proportion  of  instances  failure  was 
due  to  the  financial  inability  of  the  owners  to  carry 
through  the  development  they  had  begun.  Occasion- 
ally this  has  been  due  to  lack  of  foresight,  but  in  the 
majority  of  cases  to  the  supervening  of  a  period  of 
severe  business  depression  such  as  occurred  in  1907  and 
in  1913-14.  In  one  or  two  instances  this  has  been 
complicated  by  the  cessation  of  sales  for  the  product 
manufactured/ due  either  to  a  change  of  public  taste,  as 
in  the  case  of  a  factory  making  bicycle  roller  bearings, 
or  the  failure  of  the  selling  organization,  as  happened  in 
a  garment  factory.  In  but  one  instance  to  my  knowl- 
edge has  the  threat  of  labor  difficulties  been  even 
partially  responsible  for  failure,  and  here  the  situation 
was  so  complicated  with  financial  troubles  (in  1907)  and 
an  unsympathetic  management  that  it  is  difficult  now 
to  determine  precisely  what  weight  should  be  given  to 
this  factor. 

As  may  be  expected,  these  causes  of  failure  have  in 
practically  every  case  operated  in  combinations  of 
two  or  three  or  more.  The  striking  fact  deducible 
from  the  investigation  is  that,  with  one  possible  excep- 
tion, the  failures  have  been  due  entirely  to  the  experts 
or  the  managers  and  owners  or  both,  and  never  to  diffi- 
culty with  workmen — and  this  independently  of  whether 
the  workers  were  organized  or  not. 
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VI.  General  Influence  of  the  Movement 

A  discussion  of  scientific  management  would  not  be 
complete  without  some  reference  to  the  influence  of  the 
movement  outside  of  its  recognized  application.  It  is 
safe  to  say  that  scientific  management  shares  with  the 
modem  movement  of  cost  statistics  the  credit  for  the 
wide-spread  interest  in  the  improvement  of  methods 
and  details  in  factories  of  every  type.  Cost  sys- 
tems are  easier  to  develop  and  apply  than  production 
systems.  They  have,  therefore,  had  many  more  ex- 
ponents and  are  far  more  generally  found.  Their 
showings,  however,  have  had  the  direct  result  of 
pointing  out  the  necessity  for  production  systems  to 
eliminate  waste  made  evident  by  cost  statistics;  and 
the  two  movements  have,  therefore,  gone  hand  in  hand, 
altho  '^  production  engineering  "  just  now  is  belatedly 
coming  into  its  own.  A  brief  perusal  of  the  many  fac- 
tory and  technological  magazines  and  jomnals,  and  of 
the  proceedings  of  the  numerous  meetings  of  manufac- 
turers' associations,  gives  the  clearest  evidence  of  the 
large  share  of  attention  factory  managers  and  owners 
are  now  giving  to  modem  production  systems. 

It  is  also  to  be  noted  that  since  the  attention  of  rail- 
roads was  so  forcibly  called  at  the  famous  Eastern  Rate 
Case  hearings  in  1911  to  the  work  on  the  Santa  Fe, 
they  have  been  considering  with  a  great  deal  of  serious- 
ness, tho  with  little  or  reluctant  acknowledgment,  the 
kind  of  detailed  analysis,  supervision,  and  development 
from  a  new  point  of  view  which  was  then  shown 
to  be  possible  and  profitable.  This  tendency  will 
doubtless  gain  in  momentum  as  the  railroads  recover 
from  the  strain  of  public  criticism  brought  out  at  that 
time.  It  will  be  aided  also  by  the  development  of 
more   refined  and  minute  cost  methods  which   are 
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only  just  beginning  to  make  themselves  felt.  That 
the  systems  ultimately  developed  by  the  railroads  will 
be  similar  in  appearance  to  those  now  f oimd  in  factories 
operated  imder  scientific  management  it  would  be  rash 
to  assert.  But  it  is  safe  to  say  that  the  application  of 
similar  principles  to  their  particular  problems  is  being 
made  to  some  extent  and  will  be  carried  to  far  greater 
lengths  in  the  reasonably  near  futiu^. 

Certain  of  the  fundamental  principles  of  scientific 
management,  such  as  the  economy  of  motion,  energy, 
and  time,  and  the  detailed  control  and  codrdination  of 
the  work  of  organization,  have  made  an  effective  and 
practical  appeal  to  the  professions.  This  is  evidenced 
by  the  movements  for  greater  efficiency  in  education, 
legal  administration,  and  even  in  the  conduct  of  social 
service,  churches,  and  religious  organizations. 

And,  finally,  must  be  noted  the  radical  change  which 
the  wide-spread  publicity  given  the  scientific  manage- 
ment movement  has  brou^t  over  the  popular  concep- 
tion of  efficiency.  Heretofore  the  policy  of  doing  one's 
every-day  work  in  the  most  perfect  way  has  been  con- 
sidered a  matter  of  aesthetic  satisfaction,  an  artistic 
pleasure,  and  therefore  to  be  pursued  only  in  accord- 
ance with  the  dictates  of  one's  "  temperament."  Now, 
however,  the  conservation  of  personal  effort  is  inter- 
preted as  an  important  phase  of  the  broader  movement 
for  the  conservation  of  all  resources.  It  is  considered 
economically  advantageous,  and,  therefore,  a  personal 
and  social  duty.  The  general  acceptance  of  this 
attitude  will  prove,  in  the  long  run,  I  think,  the  greatest 
social  benefit  that  will  have  flowed  from  the  work  of 
Mr.  Taylor  and  his  associates. 

C.  Bebtrand  Thompson. 

School  of  Business  Administration, 
Habvabd  Universitt. 
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BASIS  OF  A  GOVERNMENT  TRUST 

POLICY ' 

SUMMARY 

The  problem  must  be  attacked  on  grounds  of  theory,  308. — Maximum 
satisfaction  and  the  law  of  the  equalization  of  marginal  return,  311. — 
Monopoly  and  competition  not  antagonistic,  but  supplementary,  315. 

—  The  endeavor  to  suppress  combinations  misdirected  and  futile,  318. 

—  Competition  leads  to  overcapitalization,  i.  e.,  excessive  capital  invest- 
ment, in  certain  industries,  321.  —  Existing  Kartells  do  not  represent 
advantageous  monopolistic  organization,  322.  —  Criticism  of  the  Ameri- 
can trust  legislation  of  1914,  324. 

The  question  of  govenunent  regulation  of  trusts, 
long  an  unsolved  problem  of  American  economic  policy, 
has  received  renewed  attention  since  President  Wilson's 
inauguration,  and  is  now  leading  to  new  trust  legislation. 
I  take  pleasure,  therefore,  in  complying  with  the  request 
of  the  editor  of  this  Journal  for  an  expression  of  opinion 
upon  the  latest  phase  in  the  campaign  against  trusts  in 
the  United  States.  In  accordance  with  his  desire,  I 
shall  connect  my  discussion  with  the  articles  by  Pro- 
fessor Durand  which  appeared  in  recent  numbers  of  the 
Quarterly  Journal.  I  do  this  the  more  willingly  because 
the  point  of  view  from  which  Professor  Durand  proceeds 
to  discuss  the  problem  is  the  same  as  that  which  I  have 
/  foimd  necessary  to  adopt  in  preparing  a  third  edition 
^  of  my  book,  KarteUe  und  Trusts.  Professor  Durand  em- 
phasizes what  has  already  been  pointed  out  by  others, 
and  in  my  opinion  is  undeniably  correct,  that  the 
whole  Kartell  and  trust  problem  resolves  itself  into  the 
general  problem  of  the  benefits  and  evils  of  free  competi- 

t  Tnuialated  by  H.  R.  Toadal. 
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tion  on  the  one  hand  and  of  monopoly  on  the  other,  and 
that  the  decision  is  a  task  for  economic  theory,  and  is  to 
be  obtained  only  by  means  of  it.  The  carefully  thought 
out  articles  of  Durand,  in  which  the  facts  are  subjected 
to  critical  examination,  show  clearly  that  no  conclusion 
as  to  the  general  significance  of  monopoly  and  competi- 
tion for  economic  activity  can  be  drawn  from  such  of 
their  effects  as  have  been  hitherto  ascertained.  A  final 
judgment  as  to  the  advantages  and  disadvantages  of 
the  one  or  the  other  principle  of  organization  cannot 
be  given.  Whether  a  system  of  free  competition  or  one 
of  monopoly  would  make  possible  the  more  complete 
satisfaction  of  wants  can  be  decided  with  as  little 
finality  from  previous  experience  with  American  trusts 
as  from  that  of  German  Kartells.  A  scientific  conclu- 
sion can  be  drawn  only  from  theory,  —  from  "  general 
reasoning,''  as  Durand  says.  The  theoretical  views  can, 
at  the  most,  merely  be  confirmed  by  observation  of 
fact. 

Tho  I  thus  agree  with  Professor  Durand  concerning 
the  point  of  departiure  from  which  to  approach  the  prob- 
lem, the  conclusion  at  which  I  arrive  as  the  result  of  ' 
theoretical  consideration  is  rather  the  opposite  of 
Durand's.  Durand  takes  his  stand  for  free  competi- 
tion and  it  is  his  endeavor,  as  it  has  been  that  of  Amer- 
ican  trust  poUcy  at  all  times,  to  crush  the  trusts  and  to 
restore  and  maintiain  freedom  of  competition.  The 
advantages  of  free  competition,  that  supply  is  better 
adjusted  to  demand,  that  it  brings  about  lower  prices 
to  consumers,  and  so  on,  have  been  pointed  out  so  often 
that  it  appears  unnecessary  to  enter  here  into  detail 
concerning  them.  The  whole  body  of  economic  doc- 
trine as  hitherto  accepted  took  this  standpoint;  and  in 
consequence,  it  seems  an  almost  hopeless  venture  to 
wish  to  defend  another  basis  theoretically.     Moreover 
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it  has  never  been  attempted  before.  Much  that  was 
suggested  by  observation  of  facts  has  been  said  in  favor 
of  monopoly,  and  Durand  also  mentions  certain  advan- 
/tages  of  monopoly.  But  in  accord  with  prevailing 
'  theory,  he  is  a  convinced  defender  of  the  principle  of 
free  competition,  and  the  trust  policy  he  recommends 
consists  in  prosecuting  the  trusts  more  vigorously  than 
has  been  done  in  the  past,  and  in  assisting  free  competi- 
tion again  to  a  dominating  position. 

It  appears  to  me,  however,  that  not  the  least  refer- 
ence to  economic  theory  is  to  be  foimd  in  Professor 
Durand's  argument.  His  "  general  reasoning "  is 
nothing  more  than  a  generalization,  a  summing  up,  of 
earUer  observations.  A  theoretical  consideration  of 
the  trust  problem,  on  the  contrary,  must  seek  to  connect 
it  with  the  fimdamental  principles  of  economic  theory. 
As  yet,  that  has  been  attempted  only  in  a  very  modest 
way.  As  in  a  measure  embodsring  such  an  attempt,  I 
may  refer  to  the  first  and  third  chapters  of  my  work, 
which  appeared  seventeen  years  ago.  Die  Untemeh- 
merverbdnde,  and  to  R.  T.  Ely's  Monopolies  and 
Trusts.^  Both  works  are  now  out  of  date.  Correspond- 
ing to  the  incomplete  state  which  at  present  character- 
izes all  economic  theory,  it  seems  to  me  that  there  still 
exists  a  great  want  of  clearness  concerning  the  connec- 
tion between  monopoly  and  competition.  Conse- 
quently, what  has  been  said  theoretically  upon  the 
question  of  trusts  is  very  inadequate.  I  may,  therefore, 
be  permitted,  in  so  far  as  is  possible  within  the  limits  of 
this  article,  to  indicate  my  view  of  monopoly  and  com- 
petition, and  at  the  same  time  the  theoretical  basis  for 
my  attitude  upon  the  trust  problem.  It  will  appear 
that  the  question  as  put  by  Durand,  —  either  free 

I  On  Ely's  book  see  my  reviews  in  Conrad's  JshrbQoher,  1902,  III  series,  vol.  xdii, 
and  in  Weltwirtsohaftliohes  AiohiT,  vol.  ii,  1913. 
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competition  or  monopoly,  —  is  wrongly  framed,  that 
choice  cannot  be  made  between  the  two  principles  of 
organization;  rather  these  inseparable  principles  always 
cooperate  and  react  upon  one  another.  When  one 
wishes  to  frame  the  question  as  one  of  abstract  theory, 
inquiring  about  the  maximum  satisfaction  of  wants, 
it  can  be  proved  that  this  is  to  be  obtained  only  by 
means  of  monopoly.^ 

As  a  preliminary,  it  must  be  stated  that  according  to 
modem  principles  of  science,  economics  has  the  char- 
acter of  a  science  only  so  long  as  it  refrains  from  express- 
ing judgments.  These  must  always  be  based  upon 
some  ideal  which  is  beyond  the  boimds  of  economic 
consideration;  and  upon  this  basis,  no  propositions  of 
general  application,  such  as  science  demands,  are 
possible. 

The  goal  of  all  industry  and  of  all  economic  activity 
is  the  greatest  possible  satisfaction  of  the  wants  of  all. 
This  satisfaction  of  wants  extends  by  no  means  only  to 
the  material  goods  which  alone  are  usually  considered 
by  current  theory,  but  to  everything  that  man  desires. 
And  the  essence  of  economics  lies,  consequently,  not  in 
our  dependence  upon  external,  natural  objects,  but  in 
the  fact  that  the  varied  needs,  the  sum  of  the  desired 
utilities,  are  opposed  to  the  costs  which  must  be  ex- 
pended for  them,  and  that  the  two  are  compared.  The 
greatest  possible  utility  at  the  smallest  possible  cost, 
in  other  words,  the  largest  possible  return,  is  the 
object  of  all  industry  (Wirtschaft).  In  this  connection, 
utility  and  cost  are  not  to  be  imderstood  in  the  sense 

1  llkB  following  (Haouwion  lupplemenU  ideas  upon  the  elements  of  eoonomio  theory 
whioh  I  hftve  published  in  the  work,  Brtrsft  nnd  Einkommen  eiif  der  Gnindlace  einer 
vain  snbjeetiven  Wertlehxe  (Jena,  1907),  and  in  Taxious  articles,  and  which  diverge  con- 
siderably from  prevailing  opinion.  The  article  upon  *'  Die  Entstehung  des  Preises  aus 
subjeethren  Wertsohfttsungen,"  in  Arohiv  fOr  Soaialwissenschaft  und  Soaialpolitik,  1912, 
and  three  articles  in  Conrad's  Jahib<koher,  —  "  Das  Wesen  der  Wirtschaft,"  **  Wirt- 
schaft und  Technik,"  and  "Die  Okonomisohe  Produktivit&tstheorie."  —  touch  the 
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accepted  by  prevailing  theory,  which  I  term  quantita- 
tive-materialistic, as  a  quantity  of  goods,  but  as  consist- 
ing of  sensations  of  pleasure  and  pain,  and  the  yield  is  not 
a  quantity  of  goods,  but  is  purely  psychical,  a  surplus 
of  the  former  over  the  latter.  It  can  hardly  be  over- 
emphasized that  all  f  imdamental  economic  concepts  are 
valuation  concepts,  and  that  valuation  in  terms  of 
money  tiuns  not  upon  the  quantity  of  money,  but  upon 
the  individual's  valuation  of  that  quantity.  To  bring 
about  the  largest  possible  return,  i.  6.,  the  largest  pos- 
sible surplus  of  pleasurable  sensations,  is  the  aim  of  all 
economic  activity.  Whether  this  object  is  attained, 
whether  there  is  the  most  complete  satisfaction  of  all 
wants,  is  a  question  which  depends  obviously  upon  the 
subjective  estimates  of  the  individuals  regarding  the 
goods  offered.  Upon  that  point  no  general  theorems 
can  be  laid  down,  and  hence  strictly  scientific,  theoreti- 
cal investigation  seems  to  break  down  at  the  very  first 
fundamental  question,  — when  is  complete  satisfaction 
of  wants  present? 

As  I  stated  several  years  ago  in  my  article  upon  the 
problem  of  productivity,  and  as  has  been  conceded  to 
me  by  the  chief  representative  of  those  who  would 
refrain  in  economic  science  from  any  formulation  of 
judgments  {Werturteile),  Max  Weber,  it  is  still  possible 
to  frame  a  question  which  avoids  reference  to  these  in- 
ievitably  subjective  judgments.  One  must  not  inquire,  as 
does  prevailing  theory,  about  the  largest  possible  wealth 
of  a  people,  i.e.,  the  largest  possible  quantity  of  goods,  but 
one  must  ask,  imder  what  conditions,  in  what  organiza- 
tion of  exchange,  can  the  greatest  satisfaction  of  the 
wants  of  all  be  made  possible  ?  For  this  purpose  it  is 
not  necessary  to  determine  wherein  the  satisfaction 
of  wants  consists.  One  can  investigate  in  a  purely 
theoretical  manner  which   organization   of   industry 
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brings  about  the  best  provision  for  satisfying  wants. 
And  it  is  by  this  method  also  that  one  can  reach  a 
correct  conception  of  the  nature  of  monopoly  and 
competition. 

The  outcome  of  the  economic  theory  which  I  have 
developed,  —  I  cannot  give  it  here  in  detail,  —  is  as 
follows.  For  the  economic  dealings  of  each  individual, 
as  well  as  for  exchange  transactions  as  a  whole,  the  same 
law  appUes,  which  I  have  called  the  Law  of  tiie  Equal- 
ization of  Mai^inal  Retiuns.  The  decisive  element  is 
the  surplus  of  utility  over  cost,  —  the  return.  As 
already  said,  this  must  not  be  imderstood  to  be  a 
material  quantity,  a  quantity  of  goods.  Even  when  we 
consider  the  industrial  entities  operating  for  exchange, 
in  which  retiuns  appear  as  sums  of  money,  —  in  con- 
trast with  the  retiuns  derived  in  self-centered  domestic 
industry  (consumers'  returns), — we  should  regard  not 
the  pecimiary  sum  but  the  evaltiation  of  the  money, 
which,  it  must  be  admitted,  is  in  turn  derived  from 
the  evaluation  of  the  goods  purchased.  Now,  for  each 
economic  person  the  greatest  satisfaction  of  wants  is 
obtained  when  he  expends  so  much  effort  upon  each 
satisfaction  that  the  marginal  retiuns,  i.  6.,  the  retiuns 
secured  with  the  last  unit  of  cost  expended,  are  of  the 
same  size  for  the  different  satisfactions. 

This  law  of  the  equalization  of  marginal  retiuns 
applies  in  precisely  the  same  way  imder  developed 
conditions  of  exchange.  Maximum  satisfaction  of  the 
wants  of  all  is  attained  when  so  much  capital  and 
labor  flow  to  each  branch  of  industry  that,  with  due 
regard  to  the  differences  in  risk,  the  marginal  returns, 
the  returns  of  the  last  and  most  expensive  enterprises, 
in  all  branches  are  equal.  Now  it  is  not  to  be  doubted 
that  this  condition  will  best  be  reached  under  the  rule 
of  free  competition;  and  hence  it  is  that  the  classical 
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economists,  tho  unacquainted  with  the  modem  accurate 
theoretical  formulation,  found  in  free  competition  the 
natural  r^ulator  of  exchange  transactions.  All  capital 
would  then,  imder  the  influence  of  the  all-animating 
pursuit  of  gain,  tium  to  the  industrial  activity  in  which 
the  strongest  demand  of  consumers  is  still  unsatisfied, 
and  in  which,  therefore,  the  largest  profit  can  still  be 
realized.  These  needs  will  be  so  far  satisfied,  the  supply 
of  goods  will  be  so  adjusted,  that  the  dearest  sellerB  in  all 
branches,  whether  they  offer  goods  or  services,  still 
realize  in  the  long  run  a  certain  mininiTim  of  profit. 
In  this  way  the  economic  principle  of  the  greatest  con- 
ceivable provision  for  wants  is  fulfilled. 

This  theoretical  premise  seems  at  once  to  point  to 
the  imconditional  superiority  of  competition  as  a 
principle  of  organization.  But  it  serves  only  to  clarify 
the  actual  relationship  between  competition  and 
monopoly.  One  arrives  in  this  question  at  a  result 
quite  different  from  the  foregoing,  if  the  line  of  thought 
is  carried  a  step  further.  The  conceivable  maTcimum 
satisfaction  of  wants  will  be  reached  when,  in  each 
branch  of  industry,  the  cheapest  sellers  supply  the  total 
demand.  To  bring  this  about  is,  after  all,  the  final 
aim  of  free  competition.  It  enables  new  enterprises 
to  be  established  as  soon  as  some  one  believes  that  he 
can  sell  cheaper  than  at  least  a  part  of  the  sellers  then 
in  the  market.  But  since  as  a  rule,  a  single  seller  is  the 
cheapest,  or  only  a  very  few,  who  under  competition 
secure  differential  gains,  i.  e.,  enterpriser's  profits, 
competition  has  the  tendency,  when  pushed  to  its 
limit,  to  destroy  itself  and  to  be  turned  into  monopoly. 
Since  the  cheapest  seller  can  often  lower  costs  by  pro- 
ducing the  whole  supply,  it  follows  that  the  maximiun 
satisfaction  of  wants  is  obtained  when  there  is  only  one 
seller,  competition  remaining  latent  in  the  backgroimd. 
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effective  only  when  the  seller  does  not  employ  the  most 
efficient  methods  of  production,  or  when  as  k  monopolist 
he  appropriates  a  profit  much  above  the  economic 
margmal  return. 

One  might  express  it  thus:  economically  speaking, 
free  competition  is  that  organization  of  business  which 
effects  the  most  complete  provision  for  want;  tech- 
nically, however,  the  maximum  is  brought  about  by 
monopoly.  This  is  the  chief  re^tson  for  the  fact  that 
competition,  pushed  to  the  extreme,  becomes  monopoly. 
The  climax  of  competition  is  monopoly,  and  all  com- 
petition is  nothing  but  a  striving  for  monopoly. 

The  much  discussed  question  whether  monopoly  or 
competition  is  the  most  efficient  form  of  organiza- 
tion, hitherto  answered  in  favor  of  competition,  is 
therefore,  as  we  now  see,  improperly  framed.  Their 
mutual  relationship  is  concealed  when  they  are  treated 
as  absolute  opposites.  They  sxe  indeed  antagonistic, 
yet,  as  may  be  asserted  of  all  opposites,  they  not  only 
coi^ct,  but  generate  each  the  other.  An  organization 
of  exchange  based  upon  the  principle  of  competition 
can  nevertheless  exhibit  monopoly  conditions.  Monop- 
oly and  competition  are  special  positions  and  strategic 
groupings  of  sellers  and  buyers  in  exchange  and  in  price 
making,  one  of  which  shades  imperceptibly  iato  the 
other.* 

This  relation  between  monopoly  and  competition, 
which  previous  writers  failed  to  notice,  is  especially  clear 
in  the  Kartells  and  trusts.  They  are  imdoubtedly  mo- 
nopolistic organizations;  nevertheless,  competition  in  its 
most  general  sense,  and  in  the  sense  which  concerns  us 
here,  is  not  eliminated.  It  appears  in  the  Kartells  and 
trusts  as  latent  competition,  always  in  the  backgroxmd, 

1  For  further  disouMion  of  tlieee  viewi  I  refer  to  mjr  artide  upon  the  development 
of  price  (Entotehung  dea  Preiaee)  in  the  Arohiv  fOr  SonalwiwenMhAft,  1911. 
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and  will  the  more  surely  and  the  more  vigorously  break 
forth,  the  more  monopoly  manifests  itself  not  merely 
as  monopoly  state  or  tendency,  but  with  monop- 
oly effect;  the  more  it  depends,  not  upon  the  mere  fact 
that  sellers  have  imited,  but  upon  the  influence  of  this 
union  upon  price  making.  Otherwise  expressed:  the 
problem  of  monopoly  and  competition,  in  common  with 
all  other  problems  of  economic  theory,  is  not  static, 
\  xbut  typically  djmamic,  a  fact  which  current  theory  for 
^  the  most  part  still  fails  to  perceive.  Competition  in 
this  sense  is  then  not  merely  the  presence  of  several 
sellers  in  the  market.  One  might  define  it  as  the 
I  possibility  of  the  free  movement  of  labor  and  capital. 
Competition,  latent  at  least,  is  present  as  long  as  the 
appearance  of  a  new  seller  in  a  branch  of  industry  is  not 
precluded.  An  impossibility  for  new  sellers  to  compete, 
an  absolute  monopoly,  is  present  only  in  those  cases 
which  rest  upon  the  law,  as  with  patents  and  the  admin- 
istrative monopoUes  of  pubUc  bodies,  and  in  those  of 
natural  monopoly  due  to  the  fact  that  the  supply  of 
certain  goods  and  services  cannot  be  increased.  Yet 
the  latter  are  in  most  cases  only  relative  monopolies, 
because  of  the  possibility  of  employing  substitutes. 
A  person  who  wishes  to  hear  Caruso  sing  may  not  care 
to  hear  any  other  singer,  when  the  price  of  admission 
to  the  former  is  too  high;  but  he  will  satisfy  his  desire 
for  music  in  another  way.  Even  Caruso  cannot  fix  the 
admission  prices  at  will,  if  he  desires  the  largest  possible 
return,  but  must  take  into  accoimt  that  the  higher  his 
price,  the  more  strongly  other  means  to  satisfy  the  love 
of  music  compete  with  him. 

Thus  nearly  all  monopolies  are  relative  monopolies, 
and  are  the  more  destructive  to  themselves,  the  more 
they  lead  to  actual  monopoly  effects,  as  expressed  in 
prices.    It  is  not  monopoly  that  kills  competition,  but, 
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as  was  said  by  Proudhon  in  his  CtmtradictUma  icono- 
miquea  seventy  years  ago,  it  is  competition  that  kills 
competition.  Chie  does  well,  therefore,  to  distinguish 
between  free  competition,  in  the  sense  of  freedom  to 
enter  any  branch  of  industry,  and  the  competitive 
struggle,  the  mutual  underbidding,  which  has  been 
regarded  as  the  essential  characteristic  of  the  competi- 
tive system.  The  siu^val  of  the  economically  strong- 
est in  the  competitive  struggle  puts  an  end  to  this,  at 
any  rate  temporarily,  and  leads  to  monopoly,  but  at 
the  same  time  gives  a  new  impetus  to  free  competition, 
so  that  the  more  an  acquired  monopoly  position  is 
exploited,  the  sooner  the  competitive  struggle  is 
renewed.  Only  in  this  sense  is  free  competition  the 
basic  principle  of  our  economic  order;  more  accurately, 
it  is  not  competition,  but  the  pursuit  of  gain  of  the 
individual  when  free  to  develop,  which  organizes  exist- 
ing economic  society,  i.  6.,  the  provision  for  all  through 
the  processes  of  exchange. 

Hence  only  a  peculiar  combination  of  competition 
and  monopoly  brings  about  the  greatest  possible  satis- 
faction of  wants.  Free  competition,  i.  6.,  the  volimtary 
pursuit  of  gain,  must  decide,  as  it  does  now,  just  how 
much  capital  and  labor  is  to  flow  to  each  branch  of 
industry.  But  aside  from  the  possibility  of  the  appear- 
ance of  new  sellers,  the  maTcimum  of  satisfaction  is 
effected,  not  by  a  multitude  of  sellers  with  varying 
costs  of  production,  but  only  by  the  one  with  the  lowest 
cost.  This  technical  maximum,  perfect  monopoly  of  a 
single  seller,  would  of  course  seldom  be  wholly  realized, 
because  in  the  present  age  of  continued  technical  prog- 
ress the  position  of  the  cheapest  seller  shifts  very 
frequently.  But  the  pursuit  of  gain  (Ertrag),  the 
dominant  principle  of  economic  activity,  has  the 
natural  tendency  toward  monopoly,  in  which  alone 
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this  aim  can  fully  work  itself  out.  The  individual  is 
simply  intermingled  in  his  efforts  with  the  similar 
efforts  of  other  individtials. 

The  relation  between  competition  and  monopoly  is, 
to  sum  up,  approximately  as  follows.  The  fundamental 
principle  of  organization  in  exchange  is  neither  the  one 
nor  the  other;  that  principle  is  the  pursuit  of  gain  on 
the  part  of  each  individual  economic  entity.  This 
pursuit  leads  to  the  most  effective  distribution  of  all 
capital  and  labor  among  the  various  branches  of 
industry.  For  each  individual  the  ultimate  aim  is  the 
attainment  of  a  monopoly  position;  but  whenever, 
because  of  external  conditions,  several  strive  for  this 
goal,  competition  and  the  competitive  struggle  result. 

Consequently  the  most  rational  economic  organiza- 
tion is  doubtless  monopoly  in  each  industry,  but  so  to 
speak  upon  the  basis  of  competition,  that  is,  upon  the 
basis  of  unfettered  pursuit  of  gain.  The  competitive 
struggle  must  remain  latent  in  the  background,  to 
become  effective  as  soon  as  the  monopolistic  seller  begins 
to  exploit  his  position.  Monopoly  and  competition,  in 
other  words,  exist  side  by  side  in  what  may  be  called  a 
state  of  unstable  equilibriiun. 

Now  to  bring  about  this  state  is  the  task  of  an 
economic  policy  on  monopolistic  organizations,  such  as 
the  Kartells  and  trusts.  It  appears  how  misdirected 
is  the  American  policy,  when  for  instance  it  endeavors 
in  every  way  merely  to  maintain  the  competitive 
struggle,  and  to  suppress  every  effort  toward  monopoly, 
every  larger  concentration  of  enterprises.  This  is 
simply  impossible  of  execution,  because  each  com- 
petitive struggle  is  itself  an  endeavor  to  secure  monop- 
oly, and  the  more  violent  it  is  the  more  surely  does  it 
lead  to  monopoly.  The  monopoly  of  Kartells  and 
trusts  is  therefore  nothing  more  than  the  competitive 
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conflict  pushed  to  its  limit.  A  rational  policy  toward 
monopoly  should  endeavor  to  see  to  it  that  the  two 
principles  oppose  each  other  with  somewhat  equal 
forces.  On  the  one  hand;  it  must  endeavor  to  prevent 
individual  enterprises  from  becoming  too  powerful^ 
from  approaching  too  closely  to  absolute  monopoly,  so 
as  to  render  the  rise  of  new  competitors  unduly  difficult, 
—  this  is  now  above  all  the  task  of  monopoly  policy. 
On  the  other  hand,  it  should  not  clumsily  seek  to  pre- 
vent every  attempt  to  monopolize,  nor  attempt  to  es- 
tablish a  state  of  continued  competitive  warfare.  That 
is  imeconomical,  leads  to  continual  upheaval,  stimulates 
speculation,  and  after  all  is  simply  furthering  the  effort 
to  monopolize.  Not  general  competitive  warfare,  but 
monopoly  held  within  bounds  by  the  free  operation  of 
the  pursuit  of  gain,  is  the  best  organization  of  industry. 

If  we  consider  more  closely,  from  this  point  of  view, 
the  relation  between  monopoly  and  competition  under 
present  economic  conditions,  we  perceive  that  the 
general  tendency  toward  monopoly  frequently  attains 
its  object,  and  that  the  competitive  conffict  is  done 
away  with,  merely  leaving  free  competition  in  latent 
form  in  the  backgroimd.  Many  a  time  we  observe  that 
exploitation  of  monopoly  position  leads  to  resumption 
of  the  competitive  struggle.  The  practicability  of  mak- 
ing competition  effective  so  as  to  be  available  at  the  right 
time,  is,  as  I  have  said,  of  the  greatest  importance.  So 
to  regulate  it  that  there  is  not  too  much  or  too  little  of  it, 
in  other  words,  to  attain  the  correct  mixture  of  monop- 
oly and  competition,  —  here  is  the  essence  of  a  govern- 
ment policy  on  monopoly.  Let  me  state  in  a  few  words 
what  aspects  of  this  policy  should  be  borne  in  mind. 

Obviously  in  contemporary  industry  the  forces  re- 
stricting and  facilitating  competition  are  operative  side 
by  side.    All  such  phenomena  receive  their  true  elucida- 
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tion  from  the  standpoint  from  which  we  have  considered 
them.  In  the  main  the  effectiveness  of  free  competition 
is  enormously  faciUtated  by  modem  economic  develop- 
ment,  and  precisely  upon  this  accoimt  the  Kartells  and 
Trusts  have  come  to  pass,  as  the  climax  of  the  competi- 
tive conflict.  The  greater  volume  of  wealth  itself  facili- 
tates new  competition,  still  more  the  greater  mobility  of 
capital,  resulting  from  the  development  of  credit  and 
securities,  by  which  vast  sums  are  put  readily  at  the  dis- 
posal of  the  most  remunerative  employment.  Besides, 
technical  factors,  such  as  the  inmiense  improvements 
in  transportation,  which  extend  the  circle  of  competing 
sellers  and  render  more  difficult  the  formation  of  local 
monopoly,  make  easier  the  rise  of  new  competitors. 
The  continued  improvements  in  all  branches  of  pro- 
duction render  inseciure  the  position  even  of  the  mo- 
nopolist who  does  not  exploit  his  position,  and  gives 
a  special  impetus  to  new  enterprises  in  any  branch  not 
subject  to  monopoly. 

The  consequence  of  this  development  was  that  it  was 
too  easy  to  compete,  there  was  too  much  competitive 
conflict.  The  opinion  of  the  free  trade  school,  that 
there  can  never  be  too  much  competition,  has  mean- 
while not  only  been  refuted  by  experience,  which  demon- 
strated that  the  competitive  struggle  led  finally  to 
monopoly,  but  can  also  be  disproved  by  economic 
theory.  I  have  attempted  to  explain  this  in  the  articles 
already  referred  to.^  Briefly,  the  conclusion  is  the 
following.  There  is  no  doubt  that  the  adoption  of 
cheaper  methods  of  production  is  imder  all  circum- 
stances profitable  to  private  individuals,  and  that 
continued  technical  advance  may  therefore  lead  to  a 
situation  in  which  much  more  capital  flows  to  some 
branch  of  industry  than  the  extent  of  demand  warrants. 

^  The  Mtiale  upon  productivity  in  Connd'a  Jahibaoher,  and  that  upon  the  theory 
of  layins  and  the  oieation  of  capital  in  ScfamoUer'a  Jafaibuoh,  1912. 
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The  capital  already  invested  cannot  simply  disappear 
and  be  written  off  the  economic  balance  sheet;  it  must 
be  amortized.  Thus  the  adoption  of  each  technical 
improvement  may  not  be  under  all  circumstances 
rational,  but  may  result  in  excessive  outlay  of  capital, 
which  of  course  must  restrict  consumption  at  some  other 
point.  In  other  words,  the  proper  relation  between 
capital  formation  and  consumption,  which  theory  can 
formulate  sharply, — again  through  the  law  of  the 
equalization  of  marginal  returns,  —  and  which  finds 
also  in  practice  its  realization  in  the  rough  equalization 
of  returns  in  the  various  forms  of  enterprise,  can  be  dis- 
turbed by  continued  technical  improvements,  the 
adoption  of  which  is  profitable  to  private  individuals 
and  consequently  leads  to  the  continued  establishment 
of  new  enterprises.  It  creates  an  overcapitalization;  not  n^ 
in  the  sense  in  which  one  commonly  uses  this  term  in 
connection  with  the  trusts,  but  in  the  sense  that  more 
capital  is  directed  to  one  or  another  branch  of  industry 
than  the  increase  of  demand  and  the  normal  amortiza- 
tion warrant.  Actual  money  income  is  thus  converted 
into  capital  goods  and  into  an  excess  of  capital  goods; 
whereas  in  the  creation  of  fictitious  capital  on  the  part 
of  many  of  the  trusts,  money  merely  passes  from  one 
pocket  to  another,  and  no  real  creation  of  capital,  no 
creation  of  capital  goods,  takes  place  at  all. 

This  overcapitalization,  which  threatens  wherever 
numerous  important  technical  changes  are  carried  out 
under  the  r^gune  of  free  competition,  is  the  ultimate  and 
most  general  cause  of  economic  crises.  To  prevent  them 
has  been  one  of  the  chief  motives  for  the  creation  of  mo- 
nopolies. The  whole  movement  toward  concentration, 
eq)ecially  the  rise  of  Kartells  and  trusts,  is  in  the  last 
analysis  to  be  traced  to  this  fault  of  construction  in  an 
industrial  organization  based  upon  competition,  to  the 
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incompatibility  between  the  individual's  desire  for  gain 
and  that  apportionment  of  real  capital  which  is  most 
advantageous  for  society.  The  whole  existing  tendency 
toward  monopoly  is  nothing  else  than  a  means  of  self- 
help  used  by  the  economic  organism  to  check  the  growth 
of  the  anarchic  state  of  production  imder  the  regime  of 
competition,  in  other  words,  the  imeconomic  character 
of  continually  impending  overcapitalization  appearing 
as  a  consequence  of  technical  advances  imder  the 
influence  of  private  pursuit  of  gain.  Likewise  the  con- 
centration of  money  and  credit  is  to  be  classed  among  the 
phenomena  which  represent  self-defense  by  the  economic 
body  against  theimchecked  operation  of  competition  aad 
the  attendant  danger  of  attracting  an  excess  of  capital. 
At  this  point,  one  may  perhaps  object  that  such  over- 
capitalization occurs  not  only  under  free  competition 
but  also  imder  present  monopolistic  organizations. 
That  is  quite  true.  For  instance,  in  the  German  potash 
industry,  the  potash  syndicate  supported  by  the  govern- 
ment has  caused  the  erection  of  new  plants  to  be. 
greater  and  production  to  exceed  demand  to  a  much 
wider  extent  than  can  be  pointed  out  in  any  other 
industry.  In  the  mining  industries  also  the  establish- 
ment of  new  enterprises  and  the  expansion  of  old  ones 
has  proceeded  more  rapidly  imder  the  influence  of 
Kartells  than  would  probably  have  been  the  case  imder 
different  circiunstances.  This  simply  indicates  that 
one  must  not  conceive  of  monopoly  and  competition  as 
absolute  opposites,  and  must  not  characterize  the  Ear- 
tells  and  trusts  as  really  monopolistic  organizations. 
They  are  not  absolute  monopolies,  but  only  the  results  of 
the  tendency  toward  monopoly,  i.  e.,  of  the  competitive 
conflict.  In  particular,  the  Kartell  is  merely  an  organ- 
ization with  a  monopolistic  purpose;  but  even  this 
purpose  is  only  monopolistic  to  a  limited  extent,  since 
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in  the  majority  of  cases  it  is  restricted  to  price  making. 
It  does  not  esctend  to  the  creation  of  capital,  which  is 
quite  as  important  economically;  the  establishment  of 
new  enterprises  still  takes  place  imder  conditions  of 
competition,  not  of  monopoly.  Competition,  in  the 
above  sense  of  the  free  mobility  of  capital  and  labor,  is 
not  eliminated  in  the  Kartells  and  trusts,  but  remains 
latent,  and  becomes  the  more  effective  the  nearer  the 
competitive  conflict  reaches  its  cuhnination  and  actual 
monopoly  is  approached.  The  shifting  relationship, 
the  inseparable  connection,  which  exists  characteristi- 
cally between  monopoly  and  competition,  appears  in 
these  organizations,  which  are  monopolistic  in  tendency 
but  are  not  rightly  to  be  entitled  ^'  monopolistic  organ- 
izations.'' They  are  at  once  instruments  to  restrict 
competition  and  render  it  difficult,  and  at  the  same  time 
to  encourage  it  and  give  it  a  new  impulse.  Competition 
leads  to  monopoly,  monopoly  leads  to  competition; 
so  to  speak,  the  law  of  the  conservation  of  energy  is 
transferred  to  the  sphere  of  economics.  Monopoly  and 
competition  are  only  two  manifestations  of  the  one 
force  which  sets  the  economic  mechanism  in  motion, 
namely,  the  pursuit  of  gain  on  the  part  of  all  economic 
subjects.  If  this  force  leads  to  monopoly,  it  produces 
automatically  its  remedy,  the  competitive  conflict.  If 
this  later  form  of  energy  is  too  much  developed,  it 
has  within  itself  the  tendency  to  tiun  to  the  opposite, 
monopoly.  Only  a  state  of  equilibrium  between  the 
two  forms  of  economic  energy  will  result  in  the  most 
advantageous  organization  of  economic  activity.  Such 
is  the  foundation  which  economic  theory  can  give  to  a 
modem  policy  on  monopoly. 

Since  the  above  was  written,  copies  have  reached  me 
of  the  American  trust  acts  of  September  26th  and 
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October  15th.  After  what  I  have  said,  it  need  not  be 
repeated  that  the  principle  underlying  them,  namely, 
tthat  free  competition  is  to  be  kept  in  effect  imder  all 
'circumstances,  seems  to  me  not  only  theoreticaUy  un- 
soimd,  but  in  practice  impossible  of  execution.  In  view 
of  the  enormous  variety  of  the  possible  combinations  of 
monopoly  and  competition,  it  will  not  be  feasible,  even 
after  an  indefinite  number  of  judicial  decisions,  to  lay 
down  any  general  principle  by  which  to  decide  when 
there  is  '^  substantially  lessened  competition  "  or  when 
it  is  to  be  assumed  that  there  is  an  attempt  to  ^'  create 
a  monopoly.''  The  decisions  must  necessarily  be  arbi- 
trary. In  consequence,  even  tho  a  number  of  monop- 
olistic organizations  may  be  suppressed,  others  equally 
harmful  will  be  left  unaffected.  The  provision  con- 
tained in  Section  4  of  the  Anti-Trust  Act  of  October 
'  15th,  by  which  every  person  "  injured ''  by  monopolistic 
action  is  entitled  to  sue  for  damages,  may  lead  to  great 
uncertainty  as  regards  the  outcome  of  contracts,  and 
may  lead  also  to  a  great  over-burdening  of  the  courts. 
Certain  provisions  in  Sections  8  to  10  of  this  act, 
which  are  designed  to  check  financial  abuses  on  the  part 
of  great  corporations,  quite  apart  from  any  monopolis- 
tic tendencies,  are  entitled  to  more  favorable  judgment. 
On  principle  they  are  to  be  commended.  Nevertheless, 
in  this  regard  also  it  seems  to  me  doubtful  whether  a 
general  and  effective  execution  of  the  law  is  possible 
without  a  steady  supervision  and  stringent  control  of 
the  numberless  enterprises,  such  as  the  American  state, 
with  its  inadequate  staff  of  trained  officials,  would  seem 
as  yet  not  able  to  carry  out.  The  Federal  Trade  Com- 
mission is  given  tasks  which  may  rise  to  such  dimensions 
that  all  cannot  possibly  be  attended  to.  Hence  I  must 
confess  to  an  impression  that  these  new  enactments 
serve  more  to  indicate  the  wish  of  the  Administration 
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to  do  something,  than  give  promise  of  bringing  into 
practical  effect  the  principles  on  which  they  rest. 

This  impression  is  confirmed  by  another  circimi- 
stance.  The  Administration  has  failed  to  turn  to  a 
weapon  for  combating  the  trusts  which  I  regard  as  the 
most  important  of  all,  and  which  has  been  used  to  a 
much  greater  extent  in  German  legislation  on  stock 
companies,  —  that,  namely,  of  bringing  public  opinion 
to  bear  on  the  regulation  of  large  corporations.  The 
means  are  more  stringent  regulations  concerning  the 
make-up  and  the  publication  of  balance  sheets,  espe- 
cially as  regards  the  ownership  of  securities,  and 
requirements  for  the  publication  of  detailed  reports  and 
prospectuses  on  the  laimching  of  new  enterprises. 
Further  may  be  mentioned  the  supervision  of  accounts 
and  of  administration  by  publicly  authorized  auditors; 
strict  liability  of  directors,  promoters,  and  financial 
agents  for  everything  connected  with  the  flotation  of 
securities;  and  finally  the  creation  of  an  independent 
financial  periodical  press.  I  should  suppose  that,  in  a 
democratic  coimtry  above  all,  some  such  means  of  uti- 
lizing public  opinion  as  a  remedial  agent  would  be 
peculiarly  adapted  for  combating  the  abuses  of  the 
trusts. 

Robert  Lisfmann. 

Uniybbsttt  of  Fbbiburo  I.  B. 
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WAGES  BOARDS  IN  AUSTRALIA:  II.  BOARDS 

OUTSIDE  VICTORIA.     III.  ORGANIZATION 

AND  PROCEDURE 

SUMMARY 

II.  Boards  outside  Viotoria.  1.  South  Australia,  320.  —  2.  Queens- 
land, 332.-3.  New  South  Wales,  334.-4.  Tasmania,  337.  — III. 
Organization  and  Procedure.  1.  Organization  and  Appointment,  339. 
—  Grouping  of  trades,  multiplication  of  boards,  341.  —  Number  of 
members,  341.  —  Women,  342. — Chairmen,  343.  —  "Award"  or 
"  determination,"  344.  —  Court  of  Industrial  Appeals  in  Victoria;  of 
Industrial  Arbitration  elsewhere,  346.  —  2.  Wages  Boards  at  work, 
347.  —  Importance  of  chairman,  350.  —  Real  or  apparent  waste  of 
time,  353.  —  Informal  proceedings,  355.  — Absence  of  any  guiding 
principle,  356.  —  Cost  of  living  a  conspicuous  factor,  357.  —  In  Victoria, 
true  eicamples  of  collective  bargaining;  elsewhere,  less  so,  360. 

II.  Boards  outside  Victoria 

1.  South  Australia.  The  reports  of  sweating  and  the 
agitation  for  its  abolition  in  Victoria  seem  to  have 
caused  some  searching  of  hearts  in  other  parts  of  Aus- 
tralia and  a  desire  to  learn  whether  the  conditions  pre- 
vailing in  Melboiune  were  similar  to  those  in  the  capitals 
of  the  other  colonies. 

South  Australia  was  the  first  state  (after  Victoria)  to 
begin  an  inquiry  into  the  conditions  of  factory  em- 
ployees and  the  home  workers.  A  shops  and  factories 
commission,  of  which  Mr.  C.  G.  Eingiston,  "  the  father 
of  compulsory  arbitration,"  and  Mr.  McPherson,  the 
founder  of  the  labor  party  in  Australia,  were  members, 
made  its  report  in  1892,  and  this  led  the  way  to  the 
passage  of  the  first  Factories  Act  in  South  Australia  in 
1894.^      Mr.  John  Bannigan  was  appointed  factory 

1  Avest  Report  on  the  Waoea  BowdB,  etc.,  p.  77. 


Digitized  by  LjOOQ IC 


WAQE8  BOARDS  IN  AUSTRALIA  327 

inspector  in  1896,  and  has  continued  to  serve  in  that 
capacity  ever  since.  A  woman  inspector,  Mrs.  Agnes 
A.  Mihie,  was  also  appointed  the  same  year. 

The  reports  made  by  these  inspectors  from  1896  to 
1900  showed  that  a  considerable  amoimt  of  sweating 
existed  in  Adelaide,  especially  in  the  clothing  trades. 
Women  were  foimd  making  men's  shirts  at  28.  (47  cents) 
per  dozen,  aprons  at  Is.  (24  cents)  per  dozen,  and  chil- 
dren's pinafores,  "  tucked  and  frilled,"  at  Is.  6d.  (36i 
cents)  per  dozen,  and  even  at  these  prices  were  obliged 
to  provide  their  own  sewing  thread.^  Other  prices  paid 
were  28.  (47  cents)  apiece  for  men's  coats.  Is.  (24  cents) 
per  pair  for  trousers  and  Is.  (24  cents)  for  vests.  One 
woman,  a  skilled  worker,  was  found  who  made  women's 
blouses  with  four  different  shaped  collars  for  3s.  (73 
cents)  per  dozen,  children's  knicker  drawers  at  Is.  4d. 
(32  cents)  per  dozen,  and  ladies  slip  bodices  at  from 
4s.  (97  cents)  to  5s.  6d.  ($1.33)  per  dozen.  Many  of 
these  goods  were  sold  by  Syrian,  Afghan  and  Chinese 
hawkers.*  There  were  the  same  abuses  in  connection 
with  the  employment  of  apprentices  as  had  been  f oimd 
in  Victoria,  and  when  business  was  slack  these  low  paid 
apprentices  were  employed  in  preference  to  the  ordinary 
piece  workers.* 

One  of  the  consequences  of  such  low  rates,  referred  to 
by  Mr.  Bannigan  in  his  report  for  1899,  was  that  firms 
in  other  states  which  had  more  advanced  factory  legis- 
lation were  shipping  their  goods  to  Adelaide  to  be  made 
up  at  the  low  rates  prevailing  there,  and  then  re-ship- 
ping them  to  Sydney  or  Melboiune.*  At  this  time, 
there  were,  according  to  Mr.  Bannigan,  about  71  men 
and  374  women  engaged  as  home  workers  in  and 

1  Report  of  Chief  Inspector  of  Faotories  for  1896,  p.  4. 

*  Ibid.,  1897,  pp.  3-4.  •  Ibid.,  1898,  p.  5. 

«  Ibid.,  1899,  p.  6. 


Digitized  by  LjOOQ IC 


328  QUARTERLY  JOURNAL  OF  ECONOMICS 

around  Adelaide.  Of  these,  215  women  worked  at 
dress-making,  17  men  and  69  women  at  tailoring,  one 
man  and  81  women  at  the  manufactiire  of  shirts  and 
underclothing,  and  53  men  and  women  at  boot-making. 
Mr.  Bannigan  admitted,  however,  that  there  were  prob- 
ably many  home  workers  whose  names  and  places  of 
abode  were  unknown  to  the  inspectors.^ 

Partly  as  a  result  of  these  reports  and  partly  through 
the  influence  of  the  Victorian  legislation,  parliament 
amended  the  Factories  Act  in  1900  so  as  to  provide  for 
the  registration  of  out-workers,  established  a  minimuni 
wage  of  4s.  (97  cents)  for  factory  workers  and  author- 
ized the  establishment  of  wages  boards  to  determine 
the  lowest  price  or  rate  of  pay  for  workers  inside  or 
outside  factories  '^  employed  in  the  manufacture  of 
clothing  including  white  work,  boots  and  shoes,  furni- 
ture and  bread  and  such  other  manufacture,  trade  or 
business  as  may  be  from  time  to  time  fixed  and  deter- 
mined by  resolution  of  Parliament."  The  act  followed 
the  Victorian  statute  in  its  provision  for  the  election  of 
members  of  the  board,  the  granting  of  licenses  to  aged 
and  infirm  workers  to  work  at  special  rates  and  in  the 
penalties  provided  for  violation  of  the  statute.  The 
act  was  to  go  into  effect  as  soon  as  regulations  for  carry- 
ing out  the  objects  of  the  act  had  been  submitted  to 
Parliament  and  had  been  accepted  by  that  body.  The 
Minister  of  Industry  proceeded  to  draw  up  these  regu- 
lations, but  when  they  were  submitted  to  Parliament  in 
1901,  they  were  not  accepted;  hence  the  provisions  of 
the  1900  act  which  dealt  with  wages  boards  remained 
inoperative.*  The  system  of  registration  of  the  out- 
workers went  into  effect  and  seems  to  have  resulted  in 
some  falling  off  from  the  number  reported  in  1899.* 

>  Report  of  the  Chief  Inepeotor  of  Faotoriee  for  1890,  p.  6. 
*  Ibid.,  1001,  pp.  1-3.  *  Ibid.,  p.  3. 
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A  strong  anti-sweating  league  was  formed  and  a 
special  report  on  sweating  was  issued  by  the  factories 
inspectors  in  1903  which  showed  that  conditions  dif- 
fered from  those  reported  in  1899  only  to  the  extent 
that  in  some  lines  the  rates  paid  were  only  about  half 
of  those  paid  the  earlier  year.^  Manufacturers  inter- 
viewed by  the  chief  inspector,  for  the  most  part, 
expressed  opinions  favorable  to  the  regulation  of  wages 
by  means  of  wages  boards.*  Parliament,  nevertheless, 
showed  its  prejudice  against  the  wages  board  system  by 
continued  refusal  to  pass  the  regulations  necessary  to 
put  in  force  the  provisions  of  the  act  of  1900  relating  to 
wages  boards  and  a  minimum  wage.  In  the  latter  half 
of  1904,  however,  a  select  committee  appointed  by  the 
Legislative  Council  to  inquire  into  the  alleged  sweating 
evil  took  evidence  in  Adelaide  and  Melbourne,  and 
shortly  thereafter  Parliament  enacted  a  short  act  em- 
bodying certain  provisions  of  the  Factories  Act  of  1900 
including  the  necessary  regulations,  yet  restricted  the 
scope  of  the  act  to  the  clothing  and  white  work  trades 
and  limited  its  application  to  females  and  to  males  under 
the  age  of  twenty-one.'  Two  boards,  the  clothing 
board  and  the  shirt-making  and  white  work  board, 
were  appointed  in  1905,  and  the  clothing  board  reached 
a  determination  which  became  operative  on  December 
1  of  that  year.  Owing  to  flaws  in  the  act,  however,  it 
was  found  impossible  to  enforce  the  determination, 
which  was  finally  declared  invalid  in  the  police  court.* 
The  shirt-making  and  white  work  board  reached  a 
determination  early  in  1906,  but  difficulties  were  en- 
coimtered  in  the  efforts  to  restrict  the  number  of  appren- 

I  Reports  of  Inspeoton  of  FaotoriM  B»  Sweating  System  in  the  Clothing  Trade 
(1903).  p.  2. 

*  Ibid.,  p.  1.  •  Report  of  Chief  Inspector  of  Factories  for  1904,  p.  1. 

1  Ibid.,  1906,  p.  1. 
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tices  or  improvers  allowed  by  the  determination. 
Attempts  were  made  during  1905  and  1906  to  secure  a 
board  for  the  dress-making  and  millinery  trades^  but 
delay  was  encountered  in  securing  candidates  for  elec- 
tion. A  board  was  finally  constituted,  however,  and 
reached  a  determination  which  became  operative  on 
October  1,  1906.  Very  little  was  accomplished  by  any 
of  these  boards  however,  since  the  police  court's  decision 
in  the  matter  of  the  clothing  board's  determination  was 
upheld  on  appeal  to  the  supreme  court/  and  this  had 
the  effect  of  paralyzing  the  determinations  of  the  other 
two  boards,  as  these  determinations  contained  the  same 
flaws  found  by  the  court  in  the  determination  of  the 
clothing  board.  To  the  credit  of  the  manufacturers, 
however,  it  must  be  said  that  most  of  them  remained 
loyal  to  the  determinations  and  continued  to  pay  the 
rates  of  wages  fixed  by  the  boards.* 

Wages  boards  along  Victorian  lines  were  finally  pro- 
vided by  parliamentary  legislation  in  1906.  Boards 
were  provided  for  eight  trades  —  bread-making,  the 
boot  trade,  brick  making,  butchering,  dress-making, 
carriers  and  drivers,  furniture  making,  and  shirt-making 
and  white  work.  The  new  act  also  made  provision  for 
boards  in  other  trades  whenever  this  was  authorized  by 
resolution  of  Parliament.  Boards  were  immediately 
provided  under  this  act  for  the  eight  trades  above- 
mentioned  and  they  speedily  reached  determinations 
which  came  into  effect  in  September,  1906.'  In  addi- 
tion to  the  above-mentioned  boards,  the  clothing  board 
was  revived,  but  another  defect  was  discovered  in  the 
act  which  had  the  effect  of  annulling  the  provisions 
relating  to  its  appointment.^ 

1  Report  of  Chief  Inspector  of  Faetories,  1906,  p.  1. 

s  Ibid.,  1006,  p.  1.  •  Ibid.,  pp.  1-2. 

«  Ibid..  1906.  pp.  1-2. 
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The  troubles  in  connection  with  the  establishment  of 
the  wages  boards  were  not  yet  over.  In  1907,  the 
various  factory  acts  in  South  Australia  were  consoli- 
dated in  the  Factories  Act  of  1907,  which  came  into 
operation  January  9,  1908.  This  act  swept  away  all 
previous  wages  boards  regulations  and  new  regulations 
had  to  be  framed.  They  were  immediately  challenged 
in  the  Supreme  Court  and  altho  upheld  were  once  more 
challenged  in  Parliament  and  were  finally  withdrawn. 
Another  set  of  regulations  was  substituted  for  them  on 
September  30, 1908.^  Not  until  this  year,  therefore,  can 
it  be  said  that  the  wages  board  system  had  been  placed 
in  successful  operation  in  South  Australia.  In  addition 
to  the  parliamentary  delays  in  South  Australia,  boards 
have  had  to  encounter  the  constant  interference  of  the 
courts.  The  reasons  for  this  interference  have  been 
largely  faulty  determinations  on  the  part  of  the  boards. 
By  1909,  however,  the  system  was  working  fairly 
smoothly.  The  majority  of  employers  had  accepted 
the  wage  legislation  in  good  faith  and  were  complying 
with  the  boards'  determinations.  It  cannot  be  said, 
however,  that  the  wages  board  legislation  has  ever  been 
as  popular  or  successful  in  South  Australia  as  it  has  been 
in  Victoria. 

By  the  end  of  1912, 57  wages  boards  were  in  existence, 
affecting  about  25,000  employees.  Many  of  the 
boards  were  found  in  occupations  not  carried  on  in 
factories.*  During  this  year  the  South  Australian  Par- 
liament enacted  a  compulsory  arbitration  law,  based, 
so  it  was  claimed,  largely  on  the  New  Zealand  act,'  but 
which  hi  its  essential  features  bears  closer  resemblance 

>  Report  of  Chief  Ixiapeotor  of  Faotoriee  for  1907-OS,  pp.  1-2. 

*  lUd..  1912.  p.  2. 

*  flpeeoh  by  Honorable  J.  P.  Wileon,  Minieter  of  Acrioulture,  November  8. 1911,  on 
Berlins  of  the  bm. 
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to  the  New  South  Wales  acts  of  1908  and  1912.  This 
act  has  not  done  away  with  the  wages  boards;  but  it 
has  subordinated  them  to  the  arbitration  court  which 
takes  the  place  of  the  court  of  industrial  appeals  but 
possesses  much  greater  powers.  The  Governor  in 
Council,  however,  continues  to  appoint,  either  with  or 
without  an  election,  the  members  of  the  boards.  Inas- 
much as  the  judicial  system  of  wage  regulation  is 
essentially  different  from  the  conciliation  method  by 
wages  boards,  this  act  may  be  said  to  mark  the  close  of 
the  simpler  system  of  wage  regulation.  Further 
accoimt  of  South  Australia's  experience  properly  falls 
imder  the  head  of  compulsory  arbitration. 

2.  Queensland.  In  Queensland  there  was  no  factory 
legislation  imtil  1896,  and  no  laws  for  the  regulation  of 
wages  imtil  1908,  when  a  wages  board  bill,  framed  ac- 
cording to  the  Victorian  model,  was  adopted.  As  in 
the  other  colonies,  the  primary  cause  of  this  legislation 
was  the  desire  to  put  an  end  to  sweating.  Coupled 
with  this  there  was  the  feeling  that  the  time  had  come  for 
the  establishment  of  some  legal  method  for  the  adjust- 
ment of  wages  conditions.^  Altho  the  state  is  one  in 
which  agricultiu^  and  pastoral  piUBuits  predominate, 
the  labor  party  has  a  strong  following  in  Brisbane  and 
other  industrial  centers,  and  its  influence  has  naturally 
made  itself  felt  in  the  agitation  for  the  regulation  of 
wages. 

Altho  following  in  the  main  Victorian  lines,  the 
Queensland  act  of  1908  had  several  features  which  dis- 
tinguished it  from  the  laws  in  other  states.  Boards 
might  be  appointed  by  the  Governor  in  Council,  without 
a  special  resolution  by  Parliament.  Another  point  of 
difference  was  that  any  board  might  be  appointed 
either  with  jurisdiction  throughout  the  state  or  with 

1  Avest  Report  on  Waa«  BowdB,  etc.,  pp.  83-^. 
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jurisdiction  limited  to  any  special  locality.  This 
power  to  appoint  boards  for  certain  specified  localities 
is  very  important  in  Queensland,  which  in  some  respects 
more  nearly  represents  industrial  conditions  as  they  are 
found  in  other  coimtries  than  do  the  other  Australian 
states.  In  New  South  Wales,  Sydney  as  an  industrial 
center  dominates  the  entire  state;  aside  from  the  coal- 
mining center  in  Newcastle  it  is  almost  the  only  im- 
portant center  for  manufacturing  and  mercantile 
industries.  In  a  similar  way,  Melboiune  controls  the 
industrial  situation  in  Victoria,  Adelaide  in  South 
Australia,  and  Perth-Fremantle  in  West  Australia.  In 
Queensland,  however,  Brisbane,  altho  the  capital  city, 
is  only  one  of  four  or  five  industrial  centers.  Some  of 
these  towns  are  separated  by  hundreds  of  mUes  from 
Brisbane  and  have  no  railroad  connections  with  the 
capital  or  with  each  other.  They  are  thus  non-compet- 
ing industrial  centers  and  a  scale  of  wages  which  might 
be  suitable  for  one  city  would  be  entirely  unsuited  to 
another.  Queensland  was,  therefore,  divided  for  wage 
board  purposes  into  five  divisions,  namely:  Brisbane 
division,  south-eastern  division,  southern  division,  cen- 
tral division  and  northern  division.  Boards  were  also 
established  for  many  trades  and  industries  in  the  coun- 
try districts  for  which  similar  boards  had  been  estab- 
lished in  the  metropolitan  area.^ 

As  Queensland  has  a  tropic  and  sub-tropic  climate, 
industries  carried  on  in  factories  are  less  niunerous  than 
in  the  southern  states,  and  as  a  result,  the  wages  boards 
in  Queensland  are  found  to  a  larger  extent  in  industries 
not  carried  on  in  factories.  There  were,  according  to 
the  report  of  the  Director  of  Labor  and  Chief  Inspector 
of  Factories  on  June  30,  1912,*  seventy-one  boards,  of 

*  Report  oi  the  Director  of  Labour  and  Chief  Inspeotor  of  Factories  and  Shops, 
1910,  p.  18. 
*P.  23. 
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which  thirty  had  been  constituted  during  the  preceding 
twelve  months.  The  employees  affected  numbered 
more  than  30,000.  This  large  number  of  boards 
appointed  within  a  period  of  four  years  seemed  to  show 
that  the  wages  board  system  had  proved  popular  in 
Queensland,  and  further  evidence  that  this  was  true 
was  shown  by  the  fact  that  not  less  than  twelve  of  these 
boards  had  been  appointed  on  requests  made  by  em- 
ployers.^ Mr.  McGee,  the  Chief  Inspector,  said  in  his 
annual  report  for  1912,  that  the  results  of  the  wages 
board  legislation  '^  have  been  eminently  satisfactory," 
and  that  this  opinion  was  shared  by  both  employers  and 
employees.* 

Early  in  1912,  however,  a  general  strike,  originated  by 
tramway  employees  and  fostered  by  the  agitation  of  the 
syndicalists,  paralyzed  for  a  time  the  industries  and 
trade  of  Brisbane.  Altho  the  strike  failed,  it  seems  to 
have  awakened  a  desire  for  compulsory  arbitration  and 
the  Industrial  Peace  Act  passed  in  the  same  year  intro- 
duced the  compulsory  arbitration  system  into  Queens- 
land; and  the  wages  boards  are  now  subordinated  to 
the  Arbitration  Court.' 

3.  New  South  Wales.  New  South  Wales,  altho  the 
most  populous  of  the  Australian  states  and  containing 
the  largest  city,  had  no  legal  regulation  of  factory 
conditions  worthy  the  name  imtil  1896.  Sydney  as  an 
industrial  center  was  for  years  less  important  than  Mel- 
bourne, owing  its  importance  largely  to  its  commerce. 
Since  the  federation  of  the  colonies,  however,  industries 
have  grown  rapidly  in  Sydney,  until  it  has  surpassed 
Melboiune  both  in  the  number  of  factories  and  of 
factory  operatives.     On  the  whole,  the  factory  legisla- 

>  Report  of  Director  of  Labour,  etc.,  1912,  Appendix  C. 

*  Ibid.,  p.  2i. 

•  Official  Year  Book  of  the  Commonwealth  of  Auotralia.  1901-1912,  pp.  1038-1041. 
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tion  of  New  South  Wales  has,  at  least  until  lately,  not 
been  equal  to  that  of  Victoria,  nor  have  the  laws  been  as 
well  administered,  owing  to  the  fact  that  the  number  of 
inspectors  has  been  far  short  of  that  necessaiy  to  sec\u^ 
adequate  inspection.  There  are  not  so  many  women 
employed  in  Sydney  factories  as  in  Melbourne,*  and 
this  may  be  a  partial  explanation  of  the  delay  in  provid- 
ing better  factory  legislation  and  administration. 

The  first  act  which  provided  any  adequate  system  of 
wages  regulation  was  the  Industrial  Arbitration  Act  in 
1901,  whose  author  was  the  Honorable  Bernard  R. 
Wise.  It  proved  very  defective  and  throughout  its 
life,  which  was  limited  to  June  30, 1908,  had  to  encoun- 
ter the  opposition  of  a  hostile  government,  which  would 
neither  repeal  the  act,  nor  amend  it  in  such  a  way  as  to 
correct  the  defects  which  had  become  apparent.  In 
1908,  when  the  act  was  about  to  expire,  the  then  Pre- 
mier and  Attorney  General,  Mr.  C.  G.  Wade,  brought 
in  a  bill  for  the  establishment  of  a  system  of  wages 
boards.  The  bill  provided,  however,  that  the  arbitra- 
tion court  was  to  be  retained  as  a  court  of  appeal.  The 
boards  were  not  limited,  as  they  are  in  Victoria,  to 
questions  of  wages,  hoiUB  and  apprentices,  but  were 
given  the  power  to  consider  any  subject  of  dispute  which 
might  arise  between  employers  and  employees.  The 
bill  also  continued  the  prohibition  against  strikes  and 
lock-outs.  Altho  the  wages  boards  have  outwardly  the 
appearance  of  being  much  the  same  as  the  boards  in 
other  states,  they  are  in  reality  quite  different.  Instead 
of  conciliation  being  the  dominant  feature  in  the  board 
meetings,  the  boards  have  spent  most  of  their  time  in 
taking  evidence  and  reaching  conclusions  based  on  this 
evidence.     They  are  in  reality,  therefore,  petty  courts. 

Under  the  1908  act,  the  members  of  the  boards  were 
appointed  upon  the  recommendation  of  the  industrial 

1  AvMt  Report  on  Waa«  BoafdB,  etc.,  pp.  110-111. 
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court  and  unless  they  could  agree  upon  a  chairman  he 
also  was  nominated  by  the  industrial  court.  He  might 
be  in  some  cases  a  supreme  court  or  district  court  judge 
or  even  the  judge  of  the  industrial  court  himself.  In 
other  cases  he  was  likely  to  be  a  member  of  the  l^al 
profession.  Unless  the  board  were  presided  over  by  a 
judge,  an  appeal  might  be  taken  from  the  decision  of  the 
board  to  the  industrial  court  within  one  month  after 
the  publication  of  the  board's  award.  This  close 
connection  between  the  work  of  the  boards  and  of  the 
industrial  court  has  had  the  result  of  giving  a  judicial 
character  to  the  work  of  the  boards.  It  was  apparently 
thought  by  Mr.  Wade  and  by  many  of  his  followers  that 
the  1908  act  would  result  in  the  establishment  of  some- 
thing very  similar  to  the  Victorian  wage  board  system  in 
New  South  Wales.  But  this  has  not  proved  to  be  the 
case.  Mr.  Justice  Heydon  of  the  New  South  Wales 
Arbitration  Court,  has  recently  said  that  the  Victorian 
wages  boards  are  not  like  '^  ours  in  New  South  Wales 
which  are  only  called  '  wage  boards '  from  habit,  and 
under  our  act  are  '  industrial  boards  '  or  '  boards/  and 
can  deal  with  all  subjects."  ^  Perhaps  the  results  of  the 
two  systems,  as  shown  by  the  awards  made  by  the 
wages  boards  in  Victoria,  and  the  boards  and  the  courts 
in  New  South  Wales  are  not  greatly  different.  Indeed, 
they  could  not  greatly  differ  in  neighboring  colonies 
having  industries  in  close  competition  with  each  other. 
None  the  less,  the  important  point  to  be  noted  is  that 
the  Victorian  system  is  one  which  is  based  on  the  idea  of 
conciliation,  while  in  New  South  Wales  there  is  the  idea 
of  judicial  determination.  The  New  South  Wales 
system  of  wages  regulation  should,  therefore,  be  studied 
imder  the  head  of  compulsory  arbitration.  Between 
July,  1908  and  April,  1912,  213  boards  had  been  con- 

t  Inquiry  R§  Cost  of  living  and  Living  Wage.     Judgment  of  Mr.  Justice  Heydon, 
10th  February,  1014  (Sydney,  1914),  p.  6. 
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stituted  in  New  South  Wales,  and  these  boards  had 
made  a  total  of  430  awards.^ 

A  new  arbitration  act  was  pafNsed  by  the  New  South 
Wales  Parliament  in  April,  1912.  It  continued  the 
system  of  wages  boards  imder  the  control  of  the  arbitra- 
tion court,  but  undertook  to  reduce  the  nimiber  of 
boards  and  to  bring  about  a  imity  in  the  awards  in 
closely  related  industries.  In  all  the  states,  but  espe- 
cially in  New  South  Wales,  there  has  been  more  or  less 
confusion  caused  by  the  overlapping  of  awards  and  the 
consequent  uncertainty  as  to  what  are  the  obligations 
of  employers.  Accordingly,  the  1912  act  undertook  to 
group  the  industries  in  respect  to  which  boards  might  be 
constituted  and  provided  that  all  the  boards  in  the  same 
group  should  have  one  and  the  same  chairman  appointed 
by  the  Minister  on  recommendation  of  the  Court.* 
Tliis  plan  has  not  been  entirely  successful,  but  by 
August,  1912,  it  had  resulted  in  reducing  the  number  of 
boards  to  135  as  against  213  under  the  old  system.* 

4.  Tasmania.  The  last  of  the  Australian  states  to 
adopt  legislation  regulating  wages  was  Tasmania. 
There  are  no  large  cities  on  the  island,  and  only  two, 
Hobart  and  Launceston,  are  of  even  secondary  impor- 
tance. Accordingly,  the  only  industries  of  importance 
are  agriculture,  horticulture,  sheep-raising,  mining  and 
forestry.  The  population  is  small  and  the  island 
government  can  not  afiford  the  luxury  of  many  officials. 

In  1910,  the  Tasmanian  Parliament  enacted  a  wages 
board  act  framed  on  the  Victorian  model.  The  act 
provides  for  boards  for  the  manufacture  of  clothing  and 
wearing  apparel  (including  boots  and  shoes),  and  '^  for 

>  New  South  Wales  Industrial  Gaaette,  August,  1912.  p.  1052. 

s  Explanation  by  Mr.  Beeby.  author  of  the  1912  Act  in  Final  Report  of  the  Royal 
Commission  of  Inquiry  on  Industrial  Arbitration  in  the  State  of  New  South  Wales 
(hereafter  referred  to  as  the  Piddington  Report),  pp.  160  B. 

>  New  South  Wales  Industrial  Gasette,  August,  1912.  pp.  1050-1061. 
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any  other  trade  or  group  or  parts  in  respect  whereof 
both  houses  of  Parliament  pass  a  resolution  providing 
such  appointment."^  Under  the  terms  of  the  act, 
Parliament  in  1911-12,  provided  boards  for  19  trades  in 
addition  to  the  clothing  and  the  boot  boards.  Most  of 
these  boards  were  for  industries  not  carried  on  in  fac- 
tories, and  it  is  interesting  to  note  among  the  list  of 
boards  one  for  the  pastoral  industry  and  another  known 
as  the  '^  threshing  machine  board." '  Tasmania  is, 
therefore,  the  first  state,  if  I  mistake  not,  to  provide 
wages  boards  for  semi-agricultural  callings. 

No  court  of  appeals  is  provided  in  the  Tasmanian 
act,  and  any  determination  of  a  board  can  be  chal- 
lenged only  in  the  Supreme  Court  and  then  only  on 
grounds  of  illegality.  The  Minister,  however,  has 
power  to  suspend  the  determination  and  the  board 
reconsiders  the  matter  and  either  aflSrms  its  former 
determination  or  amends  it. 

As  originally  passed,  the  Tasmanian  act  provided 
that  '^  every  wage  board  shall  ascertain  the  average 
prices  or  rates  of  payment  (whether  piece-work  prices 
or  rates,  or  wages  prices  or  rates)  paid  by  reputable 
employers  to  employees  of  aven^  capacity  "  and  the 
lowest  prices  or  rates  fixed  by  the  board  should  not 
exceed  these  average  prices  or  rates.  As  in  Victoria, 
however,  this  "  reputable  employers  "  clause  proved 
very  objectionable  to  the  employees.  Attempts  to 
form  a  board  in  the  clothing  trade  in  1911  failed  because 
the  employees  in  this  trade  would  not  allow  their  names 
to  be  submitted  for  nomination  as  members  of  the  board 
as  long  as  this  objectionable  clause  was  retained* 
Accordingly,  Parliament  repealed  the  "  reputable  em- 
ployers "  clause  in  September,  1911. 

>  An  Aet  to  make  provision  for  WacM  Boards,  1910. 

*  First  Annual  Report  of  the  Chief  Inspector  of  Factories,  1011-12,  p.  16. 

*  Ibid.,  p.  15. 


Digitized  by  LjOOQ IC 


WAGES  BOARDS  IN  AUSTRALIA  339 

One  respect  in  which  the  Tasmanian  act  departs 
from  the  Victorian  precedent  and  follows  the  South 
Australian  act  of  1908  is  that  it  forbids  strikes  and 
lock-outs  in  respect  to  matters  in  which  a  board  deter- 
mination exists,  and  provides  penalties  in  the  shape  of 
fines  for  individuals  and  organizations  found  to  be 
violating  this  prohibition.  Altho  Tasmania's  brief 
experience  with  wages  boards,  according  to  the  report 
of  the  Chief  Inspector  of  Factories,  has  so  far  proved 
fairly  satisfactory,  the  act  was  not  in  1911  and  1912  as 
well  observed  in  this  state  as  in  the  other  Australian 
states.  This  was  due  primarily  to  the  insufficiency  of 
inspectors  and  to  the  fact  that  many  of  the  workers 
were  in  country  districts  and  the  terms  of  their  employ- 
ment could  not  be  so  closely  supervised  as  could  those 
of  city  laborers.^ 

III.  The  Organization  and  Modes  op  Pro- 
cedure OF  Wages  Boards 

1.  Organization  of  Boards  and  Appointment  of 
Members 

In  describing  the  organization  and  methods  of  opera- 
tion of  wages  boards  in  Australia,  the  procedure  in  the 
State  of  Victoria  will  be  chiefly  held  in  mind,  but  where- 
ever  important  deviations  from  the  Victorian  model 
have  been  made,  they  will  be  indicated.' 

The  first  step  toward  securing  the  appointment  of  a 
iQ)ecial  board  for  any  trade  is  to  have  a  resolution 
authorizing  its  appointment  passed  by  both  houses  of 

1  See  Fint  Annual  Report  of  Chief  Inopector  of  Faotories,  1911-1912,  pp.  8-25. 

•  A  rammwy  stetement  of  the  "  Mode  of  Constitatuig  Speoial  Boards  and  of 
Appointing  Members  *'  is  found  in  the  Reports  of  the  Chief  Inspector  of  Factories  for 
Viotoija  from  1906  to  191 1,  inclusive.  An  excellent  statement  of  the  mode  of  procedure 
in  Tasmania  is  contained  in  the  First  Annual  Report  of  the  Inspector  of  Faotories  in 
that  State  for  1911-12.  pp.  15r-26. 
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Parliament.  The  Minister  of  Labor,  who  administers 
the  act;  usually  moves  the  resolution  in  the  House,  but 
he  does  so  because  urged  by  either  employers  or  em- 
ployees or  by  both.  In  Queensland  under  its  new  act, 
and  in  New  South  Wales  since  1908,  the  boards  are 
appointed  by  the  Court  of  Industrial  Arbitration  or  on 
its  reconmiendation.  In  South  Australia,  the  boards 
are  now  appointed  by  the  Governor  in  Council  upon 
recommendation  of  the  Minister,  but  without  any 
resolution  by  Parliament. 

The  reasons  chiefly  alleged  by  employers  who  apply 
for  a  board  are  "  unfair  competition."  This,  says  the 
Tasmanian  report  for  1911-12,^  is  especially  true  in  the 
building  trades.  Where  the  work  is  let  by  contract, 
the  establishment  of  wages  boards  prevents  under- 
cutting in  making  estimates  and  places  those  submitting 
offers  on  fairly  equal  terms.  The  employees  who  ask 
for  a  board  usually  base  their  demand  on  the  wages 
paid,  altho,  especially  within  recent  years,  the  employ- 
ment of  excessive  juvenile  labor  is  an  important  reason 
urged. 

When  a  resolution  has  once  been  passed  through  Par- 
liament, the  Minister  or  the  Court  is  given  full  power  to 
group  the  trades  or  to  divide  them  so  as  best  to  serve 
the  purposes  of  employers  and  employees.  The  ten- 
dency, when  unrestricted,  is  to  divide  and  sub-divide 
the  trades  and  thus  to  multiply  the  number  of  boards. 
This  has  caused  great  confusion,  in  some  instances,  and 
has  led  to  great  dissatisfaction  on  the  part  of  employers, 
many  of  whom  have  foimd  themselves  imder  the  juris- 
diction of  several  or  even  many  boards.  Both  em- 
ployers and  employees  have  been  put  to  great  expense 
and  loss  of  time  in  attending  board  meetings.  To 
minimize  this  evil,  efforts  have  been  made  under  the 

»  p.  16. 
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New  South  Wales  act  to  limit  the  number  of  awards  by 
grouping  allied  industries  and  providing  that  the  same 
chairman  shall  act  for  all  boards  created  within  a  single 
group.  The  chairmen  of  the  boards  are  appointed  by 
the  Minister  on  the  recommendation  of  the  judge  of  the 
Arbitration  Court,  but  the  act  itself  established  twenty- 
eight  groups  of  industries  in  respect  to  which  boards 
might  be  constituted.  It  was  expected  that  this  mode 
of  grouping  would  cause  a  great  reduction  in  the 
niunber  of  boards,  there  being  213  boards  in  existence 
at  the  time  the  act  was  passed.  The  twenty-eight 
chairmen  it  was  thought  would  see  to  it  that  the  deter- 
minations of  all  the  boards  within  any  group  were 
consistent  and  that  they  did  not  overlap.  In  practice, 
this  expectation  has  not  been  realized,  and  the  grouping 
has  not  diminished  the  number  of  boards  as  much  as 
was  expected.  The  judges  have  found  the  task  of 
grouping  a  very  difficult  one,  and  where  there  is  dis- 
agreement between  the  parties  as  to  the  trade  to  which 
they  belong,  the  coiui;  has  f oimd  it  the  easiest  way  out 
of  the  difficulty  to  create  additional  boards.  The 
author  of  the  act,  Mr.  George  S.  Beeby,  frankly  admits 
that  the  new  act  has  not  succeeded  as  well  as  he  ex- 
pected.* 

The  order  of  the  Minister  or  Court  which  constitutes 
a  wages  board  also  fixes  the  number  of  members  on  the 
board,  of  com^e  within  the  statutory  limits.  In  addi- 
tion to  the  chairman  there  may  not  be  less  than  four, 
nor  more  than  ten  members  on  any  board  in  Victoria, 
South  Australia  and  Tasmania.  In  Queensland,  the 
maximum  number  is  12,  besides  the  chairman.  In 
New  South  Wales,  the  niunber  is  either  two  or  four  in 
addition  to  the  chairman.  The  representation  of 
employers  and  employees  is,  of  course,  equally  divided. 

X  Piddington  Report,  Minutes  of  Proceedings,  pp.  149  ff. 
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Where  the  Court  does  not  take  the  initiative;  the  Minister 
invites  in  the  daily  press  nominations  for  the  required 
number  of  representatives  of  employers  and  employees. 
Frequently  only  the  exact  number  necessary  to  con- 
stitute a  board  is  suggested,  since  if  both  employees  and 
employers  are  organized  the  organisations  will  usually 
nominate  the  persons  whom  they  desire  as  representa- 
tives, and  unless  there  are  serious  objections,  these 
persons  will  receive  appointment.  In  Victoria,  if  the 
industry  is  carried  on  to  a  considerable  extent  in  other 
cities  than  Melbourne,  there  is  likely  to  be  at  least  one 
representative  for  employers  and  one  for  employees 
from  outside  the  metropolitan  area.  The  same  is  true 
in  Adelaide.  It  is  becoming  more  and  more  the  custom, 
however,  to  have  one  board  for  the  country  districts 
and  another  for  the  metropolitan  area.  Tasmania 
imdertook  to  see  that  equal  representation  was  given 
to  the  northern  and  southern  portions  of  the  state  or 
to  special  portions  of  the  state  where  particular  indus- 
tries are  established.  Queensland,  as  we  have  aheady 
noted,  usually  provides  special  boards  in  the  various 
districts  into  which  the  state  is  divided. 

Women  as  well  as  men  may  sit  on  these  boards  and 
frequently  they  do  so  in  occupations  in  which  there  are 
many  women  employees.  On  certain  boards  in  Victoria 
all  of  the  employees'  representatives  are  females.  The 
New  South  Wales  act  provides  that  where  the  employers 
or  employees  in  the  industry  or  calling  consist  largely  of 
females,  members  may  be  appointed  who  are  not  en- 
gaged in  the  indtistry  or  calling.  This  provision  is  due 
to  the  feeling  that  women  either  lack  the  power  of 
collective  bargaining  or  are  in  danger  of  intimidation 
by  the  employers'  representatives. 

In  Victoria  and  Tasmania,  if  more  than  the  requisite 
number  of  persons  are  nominated,  the  Minister  makes 
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selection  from  the  nominees  and  publishes  the  list  of 
persons  whom  he  nominates  in  the  Government  Gazette. 
Unless  objection  is  made  to  such  persons  within  twenty- 
one  days  by  at  least  one-fifth  of  the  employers  or 
employees  in  the  trade,  these  persons  are  appointed 
members  of  the  board  by  the  Governor  in  Council. 
If  one-fifth  of  the  employers  or  employees  object  to  the 
persons  nominated  to  represent  them,  an  election  is  held 
to  select  representatives.  In  Victoria  the  objection 
must  be  to  all  the  nominations,  not  to  individuals.  In 
Tasmania  it  is  sufficient  to  object  to  individuals. 
Elections  are  then  held  in  accordance  with  rules  and 
regulations  which  give  every  registered  employee  one 
vote  and  which  give  to  employers  one  vote  or  more 
according  to  the  number  of  their  employees. 

In  nearly  all  states  having  wages  boards,  the  elected 
or  appointed  members  have  the  right  to  choose  their 
own  chairman,  who  must  not  be  of  their  own  number; 
and  this  man  is  then  appointed  by  the  Governor  in 
Ck)imcil.  In  New  South  Wales,  however,  the  chairmen 
are  appointed  by  the  Minister  on  recommendation  of 
the  Court,  and  imder  the  1912  act  the  same  man  serves 
as  chairman  for  a  numbei  of  boards  in  a  group  of  closely 
related  industries.  These  groups  are  determined  by  a 
schedule  which  accompanies  the  acts,  or  by  modifica- 
tions of  this  arrangement  made  by  the  Court.  There 
are  twenty-eight  groups  provided  by  the  schedule,  and 
the  twenty-eight  chairmen  have  usually  about  eight 
boards  each.  In  the  states  where  the  boards  have 
power  to  elect  their  own  chairman,  if  a  board  is  unable 
to  agree  upon  a  man,  he  is  appointed  by  the  Governor 
on  leconunendation  of  the  Minister.  In  South  Aus- 
tralia he  is  appointed  by  a  Stipendiary  Magistrate. 
Vacancies  are  in  aU  cases  filled  by  the  same  appointing 
authority  which  constitutes  the  original  board. 
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The  chainnan  is  a  member  of  the  board,  but  his  func- 
tion is  usually  confined  to  conducting  the  proceedings. 
He  does  not  vote  on  any  question  except  in  cases  where 
the  board  is  equally  divided,  when  his  vote  decides  the 
question  at  issue.  The  New  South  Wales  act  of  1012 
says  that  "  where  the  votes  for  and  against  any  matter 
are  equal,  the  chairman  shall  decide  the  question  but 
shall  not  give  such  decision  imless  satisfied  that  the 
question  could  not  be  otherwise  determined  "  and  this 
represents  the  practice,  if  not  the  law,  in  all  states. 

The  times  of  meeting  and  the  modes  of  carrying  on 
the  business  are  determined  for  the  most  part  by  the 
board.  A  brief  record  of  the  proceedings  which  gives 
the  votes  on  the  most  important  questions  is  kept  by 
the  secretary,  who  in  Victoria  is  almost  always  a  clerk 
in  the  Chief  Inspector's  office,  and  whose  familiarity 
with  the  administrative  work  of  the  department  enables 
him  to  make  suggestions  as  to  the  form  of  the  determina- 
tion which  shall  make  it  the  most  easily  enforcible. 

All  special  boards  have  large  powers  with  regard  to  the 
summoning  of  witnesses  and  the  taking  of  testimony. 
The  extent  to  which  this  is  done  and  the  extent  of  the 
reliance  placed  on  the  testimony  by  the  board  when  it 
comes  to  determine  the  question  at  issue,  is  one  of  the 
chief  differences  between  the  boards  in  the  states  which 
have  only  wages  boards  and  those  states  which  have 
arbitration  courts  in  addition. 

In  all  states  except  New  South  Wales,  where  it  is 
known  as  an  ''  award,"  the  result  of  a  board's  labors  is 
known  as  a  ''  determination."  Such  an  award  or 
determination  applies  to  all  employers  and  employees 
in  the  trade  in  the  entire  state  or  is  limited  to  those 
found  within  a  particular  area  to  which  the  determina- 
tion is  restricted.  A  determination  in  Victoria  or 
Tasmania  has  to  do  only  with  (1)  the  minimum  wage 
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for  both  time  and  piece  workers,  (2)  the  Tnaximnm 
number  of  hours  of  labor,  (3)  payment  for  over-time, 
(4)  the  nmnber  or  proportion  of  improvers  or  appren- 
tices. This  was  also  true  in  South  Australia  and 
Queensland  until  the  passage  of  the  acts  of  1012.  In 
New  South  Wales,  the  boards  have  in  addition  to  the 
above  powers  the  authority  to  '^  determine  any  indus- 
trial matter  "  and  to  give  preference  to  imionists.  The 
term  ''  industrial  matters  "  is  a  very  broad  one  and 
includes  all  ''  matters  or  things  afifecting  or  relating  to 
work  done  or  to  be  done,  or  the  privileges,  rights  or 
duties  of  employers  or  employees  in  any  industry."  * 
A  board's  powers  are  therefore  similar  to  those  possessed 
by  the  Coiut  of  Arbitration  in  the  same  state. 

When  a  determination  is  made,  it  is  sent  to  the  Minis- 
ter through  the  chief  inspector  of  factories.  In  New 
South  Wales,  however,  it  goes  to  the  registrar  of  the 
arbitration  coiut.  The  board  fixes  a  date  on  which  the 
determination  should  come  into  force,  but  this  date 
must  not  be  within  thirty  days  of  the  final  action  by  the 
board. 

If  the  determination  is  in  the  regular  form,  the  Minis- 
ter has  it  ''  gazetted,"  thus  putting  it  into  force.  It 
remains  in  force  in  some  states  for  a  period  not  to  exceed 
three  years.  In  Victoria,  it  is  in  force  until  it  is  amended 
or  rescinded,  whether  by  the  board  or  by  the  Coiul;  of 
Industrial  Appeals.  Practically,  this  is  the  situation 
everywhere,  for  the  Governor  in  Council  may  at  any 
time  suspend  the  operation  of  a  determination  for  a 
period  not  to  exceed  six  months.  The  board  is  then 
again  convened  to  consider  whether  or  not  the  deter- 
mination shall  be  amended.  If  no  alteration  is  made, 
the  suspension  may  be  removed  after  due  notice  is 
given. 

1  Languace  of  the  N«w  South  WaIm  Aot  of  1012,  Section  6. 
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An  appeal  from  a  board's  determination  may  be 
taken  to  the  Court  of  Industrial  Appeals  in  Victoria. 
This  appeal  may  be  lodged  (1)  by  a  majority  of  the 
representatives  of  the  employers  on  the  board;  (2)  by  a 
majority  of  the  representatives  of  the  employees  on  the 
board;  (3)  by  any  employer  or  group  of  employers  who 
employ  not  less  than  25  per  cent  of  the  total  nimiber  of 
workers  in  the  trade  to  be  affected,  or  (4)  by  25  per  cent 
of  the  workers  in  any  trade. 

This  Court  of  Industrial  Appeals  consists  of  any  one 
of  the  judges  of  the  Supreme  Court  sitting  alone.  The 
judges  arrange  which  of  them  shall  for  the  time  being 
constitute  the  court.^  There  is  no  special  court  of  ap- 
peals in  Tasmania  and  Queensland,  but  any  employer 
or  employees  affected  by  the  determination  may  apply 
to  the  Supreme  Court  of  the  state  for  a  rule  calling  upon 
the  board  to  show  why  a  determination  shall  not  be 
quashed  in  whole  or  in  part  because  of  its  illegality.  In 
New  South  Wales,  Queensland,  and  South  Atistralia 
under  the  present  laws,  an  appeal  is  taken  to  the  Cotul 
of  Industrial  Arbitration.  The  difference  between  this 
method  and  the  Victorian  one  may  not  seem  to  be 
important,  but  in  fact  it  is  of  fundamental  importance, 
as  will  be  readily  understood  by  any  one  familiar  with 
regulation  by  compulsory  arbitration.  Under  compul- 
sory arbitration,  the  Industrial  Arbitration  Court  is  the 
controlling  factor.  The  boards  are  constituted  on  its 
recommendation.  Their  chaumen  and  members  are 
appointed  by  the  court  and  the  jurisdiction  of  the  boards 
is  defined  by  the  court.    In  case  of  a  threatened  dispute, 

t  An  aoMndment  to  the  Factories  and  Shops  Act  in  Viotoria  was  passed  on  Novem- 
ber 2,  1014,  whereby  the  Court  of  Industrial  Appeals  is  made  to  consist  of  a  Judce  of 
the  Supreme  Court  designated  by  the  Gk>yemor  in  Council,  and  two  lay  representatives, 
one  nominated  by  the  employers'  representatives  on  the  Special  Board  whose  deter- 
mination is  appealed  against  and  one  nominated  by  the  employees'  representatives  on 
the  same  board.  A  minority  of  the  court  thus  constituted  shall  decide  every  appeal 
or  the  Minister  may  refer  any  decision  at  a  Special  Board  to  this  court  for  its  decision. 
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the  court  may  proceed  with  its  investigation  and  may 
make  its  awards  without  the  intervention  of  the  indus- 
trial board.  Any  of  the  parties  to  the  proceedings  of  a 
board  may  appeal  to  the  court  for  a  rehearing  or  for  a 
variation  or  amendment  of  the  board's  award. 

The  factory  inspectors  are  made  by  law  also  inspectors 
of  awards.  They  are  to  see  that  the  determinations  or 
awards  are  enforced  in  the  same  manner  as  are  the 
factory  laws.  Severe  penalties  are  provided  for  viola- 
tions. No  prosecutions  for  violations  can  be  brought 
except  through  the  department. 

2.  Wages  Boards  at  Work.  Wherever  conditions 
permit,  that  is,  wherever  the  industries  of  a  state  are 
highly  concentrated,  as  is  the  case  in  the  leading  Aus- 
tralian states,  wages  boards  generally  meet  about  once 
a  week  towards  the  close  of  the  day,  after  employers 
and  employees  have  completed  the  day's  work  in  their 
ordinary  occupations.  In  Victoria  and  South  Australia, 
the  meeting  places  are  usually  rooms  in  the  chief 
factory  inspectors'  offices.  The  rooms  are  often  small 
and  with  the  members  tightly  packed  aroimd  the  table, 
most  of  them  smoking,  they  present  a  crowded,  dingy 
and  uncomfortable  appearance.  It  is  the  custom  to 
have  two  sessions,  one  before  dinner,  say  from  4:00  or 
4:30  to  6:30  p.m.,  and  another  after  dinner,  say  from 
about  7:30  to  9:30  or  10:00.  The  fee  paid  to  each 
member  is  10  s.  in  Victoria  and  South  Australia,  while 
double  this  smn  is  paid  to  the  chauman.  In  New 
South  Wales,  the  fees  paid  are  twice  the  amounts  paid  in 
other  states,  but  as  the  boards  are  small,  the  total  cost 
of  a  session  may  be  no  larger  than  elsewhere.  ''  No 
cheaper  machinery  for  the  legal  settlement  of  industrial 
questions  could  well  be  provided,"  says  Mr.  Aves,  "  and 
even  if^  as  sometimes  happens,  meetings  are  held  con- 
tinuously for  a  period  of  several  months  before  the 
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determination  is  fixed,  the  cost  is  still  no  great  matter."  ^ 
Meeting  places  in  Sydney  are  frequently  the  police 
courts,  which  practice  is  in  keeping  with  the  judicial 
character  of  the  New  South  Wales  Boards.  When  a 
board  is  obliged  to  travel,  traveling  expenses  are  allowed 
in  addition  to  the  member's  fees. 

The  size  of  a  board  varies  with  the  importance  of  the 
trade  which  it  represents.  For  the  more  important 
occupations,  the  usual  rule  is  a  board  of  ten  members 
beside  the  chairman.  For  trades  in  which  the  nimiber 
of  establishments  and  the  number  of  employees  are  not 
so  great,  boards  of  four  to  six  usually  suffice.  The 
distribution  of  members  follows  more  or  less  closely 
the  distribution  of  industrial  establishments  throughout 
the  industrial  area.  While  in  Melbourne  most  of  the 
members  come  from  the  city  and  its  suburbs,  it  is  not 
unusual  to  have  a  member  from  Ballarat,  Bendigo, 
Geelong  or  other  industrial  center  sitting  with  the  Mel- 
bourne representatives,  if  the  industry  happens  to  have 
important  establishments  outside  the  metropolitan  area.' 

The  trade  unions  naturally  endeavor  to  have  their 
strongest  and  shrewdest  members  as  their  representa- 
tives, and  frequently  the  trade-union  secretary  sits  as  a 
member  of  the  board,  altho  objection  has  been  made  to 
this  practice.  Inasmuch  as  he  is  usually  a  paid  official, 
and  during  his  term  of  office  is  not  engaged  in  his  trade, 
it  has  been  claimed  by  employers  that  he  may  not  repre- 
sent the  trade.  To  obviate  this  objection,  at  times  the 
trade-union  secretary  has  resigned  from  office  while 
sitting  on  a  wages  board  and  has,  for  the  time  being, 
resumed  work  at  his  trade. 

>  Ayes,  Report  on  Wa«e8  Board,  etc.,  p.  20. 

*  A  recent  amendment  (November  2, 1914)  to  the  Victorian  act  providee  that  where 
on»-fifth  of  the  employers  or  employees  in  a  trade  or  business  for  which  a  Special  Board 
is  provided  reside  outside  the  Metropolitan  District  (Melbourne  and  suburbs)  one  at 
least  of  the  representatives  of  the  employers  and  one  of  the  employees*  representativas 
■hall  be  from  outside  such  District. 
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Frequently  some  of  the  most  important  employers 
in  a  trade  are  selected  as  members  of  a  wage  board  and 
they  usually  accept  appointment.  The  fees  are  of 
course  of  little  importance  to  them,  but  the  board's 
determination  is  likely  to  be  a  vital  matter  to  them,  and 
this  doubtless  explains  the  willingness  of  large  employ- 
ers to  sit  as  members  of  the  board. 

In  occupations  in  which  women  form  a  considerable 
portion  of  the  employees  it  is  not  unusual  for  women  to 
serve  as  members  of  boards,  altho  as  we  have  seen,  in 
some  states  there  is  a  feeling  that  they  are  not  capable  of 
holding  their  own  in  the  bargaining  process.  Judging 
by  my  own  observation  at  board  meetings  where  women 
were  representatives,  this  objection  is  not  a  valid  one, 
as  the  women  appeared  to  be  fully  as  keen  as  the  men 
and  no  more  timid  in  pxu^uing  their  own  interests  than 
were  the  male  members.  On  one  or  two  boards  — 
those  in  the  clothing  or  dress-making  trades  —  which  I 
visited,  all  of  the  employees  and  one  or  two  of  the 
employers'  representatives  were  women. 

The  importance  of  having  the  determinations  drawn 
in  proper  form  so  that  they  may  be  easily  interpreted 
and  administered  by  the  factory  inspectors  has  already 
been  mentioned.  For  this  reason  it  is  the  custom  in 
Victoria  to  have  one  of  the  clerks  from  the  chief  factory 
mspector's  office  serve  as  secretary.  Where  women 
serve  on  boards,  a  lady  inspector  serves  as  secretary. 
The  secretary  receives  compensation  for  his  services, 
and  as  the  clerks  seem  quite  anxious  to  earn  the  extra 
fees,  the  chief  factory  mspector  urges  upon  them  the 
importance  of  seeing  that  the  determinations  come  in 
in  proper  form,  and  threatens  them  with  the  refusal  of 
further  appointments  if  the  determinations  of  the 
boards  which  they  serve  are  not  in  satisfactory  shape. 
Tho  as  a  general  rule  the  secretary  is  a  silent  personage 
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in  the  board  meeting,  the  long  experience  which  some 
secretaries  have  had  enables  them  to  suggest  to  the 
chaumen  that  certain  proposals  are  not  regular  and 
could  not  be  carried  into  effect  if  adopted. 

The  first  step  after  a  board  convenes  is,  of  coxurse,  the 
election  of  a  chairman.  Owing  to  the  fact  that  the 
chairman  has  the  deciding  vote  in  case  of  a  tie,  this  is  a 
very  important  part  of  the  proceedings.  Many  names 
are  suggested  by  one  side  or  the  other,  only  to  be  re- 
jected by  representatives  on  the  opposite  side  of  the 
table.  Frequently  the  parties  are  unable  to  agree  and 
the  chairman  has  to  be  selected  by  the  Government. 
Whether  elected  by  the  board  members  or  appointed 
by  the  Government,  the  choice  in  the  states  in  which 
boards  have  been  in  existence  for  some  time  is  usually 
confined  to  men  who  have  aheady  had  experience  as 
chairmen.  The  result  is  that  the  same  men  act  re- 
peatedly as  chairmen  of  the  same  board  and  as  chair- 
men of  many  boards.  In  both  Victoria  and  South 
Australia,  I  found  that  there  were  several  men  who  were 
especially  popular  as  chairmen  and  all  the  time  which 
these  gentlemen  were  willing  to  give  to  such  meetings 
was  usually  taken  up.  There  seems  also  to  be  a  certain 
tendency  to  select  certain  classes  of  persons  as  chairmen. 
In  both  Victoria  and  South  Australia  police  magistrates 
seem  to  be  the  favorite  choice,  altho  ministers  of  the 
gospel  and  former  public  oflicials  are  also  popular. 

It  is  rare  that  a  man  who  has  been  engaged  in  the 
trade  for  which  a  board  is  seeking  to  make  a  determinar- 
tion  is  called  upon  to  serve  as  chairman.  Such  a  man 
if  he  were  lacking  in  bias,  would  be  an  ideal  chairman 
owing  to  his  knowledge  of  the  technicalities  and  customs 
of  the  trade.  But  inasmuch  as  he  must  be  or  have  been 
either  an  employer  or  an  employee,  it  is  seldom  that  the 
opposite  side  will  accept  him.    There  have  been  several 
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notable  exceptions,  however,  in  the  case  of  men  who 
were  formerly  engaged  in  the  trade  but  who  no  longer 
have  a  direct  interest  in  the  determination  and  who  are 
known  to  be  fair-minded.  These  men  have  usually 
succeeded  not  only  in  satisfying  both  parties,  but  their 
knowledge  of  the  trade  has  enabled  them  to  rule  out 
extraneous  evidence  and  to  cut  short  discussion  on 
irrelevant  topics  and  in  this  way  to  hasten  the  comple- 
tion of  the  board's  work. 

In  New  South  Wales  the  chairmen  are  usually  law- 
yers, frequently  young  men  ("  briefless  barristers  "  as 
they  are  ironically  termed)  who  have  been  selected  by 
the  judges  of  the  arbitration  court.  The  judges  are 
doubtless  influenced  by  a  desire  to  have  the  board 
determination  drawn  up  in  proper  form,  and  perhaps  in 
part  by  a  desire  to  aid  the  members  of  the  legal  profes- 
sion who  have  not  yet  attained  a  lucrative  practice.  It 
would  be  a  mistake,  however,  to  assume  that  all  the 
barristers  and  solicitors  who  serve  as  chairmen  of  the 
wages  boards  are  of  this  class,  for  several  of  the  most 
prominent  members  of  the  Sydney  bar  have  frequently 
been  called  to  serve  as  chairmen  of  important  boards. 

The  chairman  is,  of  course,  the  most  important  figure 
in  most  board  meetings  and  on  his  wisdom  and  skilful 
guidance  frequently  depends  the  success  of  the  board. 
A  wise  chairman  does  not  attempt  to  limit  discussion 
until  both  sides  have  had  an  opportunity  to  present 
their  arguments  in  full  and  it  has  become  evident  that 
further  discussion  will  accomplish  nothing.  Even  tho 
the  chairman  is  convinced  that  the  arguments  pre- 
sented are  fallacious  and  that  they  are  intended  to 
annoy  rather  than  to  convince  the  representatives  of 
the  other  side,  he  is  likely  to  tolerate  them  for  some  time 
in  order  that  he  may  not  be  accused  of  bias  by  having 
interfered  in  the  discussion.     Usually  he  sits  quietly 
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smoking^  merely  asking  a  question  now  and  then,  per- 
haps to  clear  up  some  clouded  point  or  possibly  in  the 
hope  of  directing  the  ai^ument  into  proper  channels, 
but  reluctant  to  take  any  further  part  in  the  discussion 
until  it  is  clear  that  the  time  has  arrived  for  him  to  state 
his  opinion  or  to  call  for  a  vote.  There  is,  of  course, 
considerable  di£Ference  in  the  practice  of  chairmen  in 
this  respect.  If  the  chairman  is  one  who  is  thoroly 
acquainted  with  the  trade,  either  because  of  actual 
experience  therein,  or  because  of  previous  service  as 
chairman  of  the  same  board,  members  will  accept  his 
dictation  and  interference  with  less  complaint  than  they 
will  when  the  chairman  is  not  fully  acquainted  with  the 
intricacies  of  the  trade  in  question.  A  quarry  board 
which  I  visited  while  in  Melbourne  was  presided  over 
by  a  man  who  had  formerly  been  engaged  in  that  occu- 
pation. He  was  a  man  who  showed  little  patience  with 
arguments  brought  up  by  either  side  which  he  recog- 
nized to  be  to  no  piupose  and  he  did  not  hesitate  to  tell 
the  members  frankly  that  they  were  talking  nonsense. 
His  good  judgment  and  evident  desire  to  give  impartial 
treatment  led  the  members  of  the  board  to  accept  his 
interference  in  a  way  which  they  would  hardly  have 
tolerated  on  the  part  of  one  not  familiar  with  their 
trade. 

A  discussion  in  a  board  meeting  is  usually  opened  by 
the  side  which  is  responsible  for  having  called  the  board 
into  existence  or  which  has  asked  for  a  rehearing;  its 
demands  are  presented.  This,  of  course,  is  a  purely 
formal  proceeding.  The  representatives  on  the  other 
side  recognize  that  the  demands  as  at  first  put  forward 
are  extreme  and  by  no  means  indicate  what  their  pro- 
ponents are  willing  to  accept.  There  is  considerable 
skirmishing  for  position  before  the  discussion  settles 
down  to  a  serious  strain.     Inevitably  there  is  much 
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time  which  is  seemingly  wasted.  There  are  many 
reasons  for  this  waste  of  time.  Members  of  a  tramway 
board  in  Melbourne  which  had  been  called  together  to 
make  a  new  determination  in  that  industry  frankly 
admitted  to  me  that  they  were  engaging  in  consuming 
time  in  discussion  and  in  adjourning  from  week  to 
week  because  they  were  waiting  for  a  judgment  by  Mr. 
Justice  Higgins  of  the  (Jbmmonwealth  Arbitration 
Court,  who  was  at  that^w  hearing  an  interstate  dis- 
pute between  tramwaylfl^ials  and  their  employees. 
In  this  case  the  waste  of  time  was  going  on  in  the  court 
as  well  as  in  the  board  for  at  least  one  of  the  parties  to 
the  dispute  in  the  court  was  endeavoring  to  prolong  the 
hearing  in  the  hope  that  the  Melbourne  wages  board 
would  arrive  at  a  new  determination  which  might  be 
urged  as  a  reason  for  establishing  a  new  standard  in 
interstate  awards.  On  the  other  hand,  the  board  was 
anxiously  awaiting  the  judgment  of  the  court  in  order 
that  it  might  be  taken  advantage  of  in  fixing  the  terms 
of  its  determination.  In  still  another  board  which  I 
visited,  the  chairman  remarked  to  me  one  evening  that 
I  had  better  not  waste  my  time  on  that  particular  board 
for  the  time  being,  because  the  employers  representar 
tives  expected  to  consume  an  evening  or  two  in  reading 
from  newspapers  accounts  of  conditions  in  their  trades 
in  Great  Britain  altho  they  knew  perfectly  well  that 
these  would  have  little  or  no  effect  on  the  determination. 
They  were  doing  it,  he  said,  merely  to  "  get  even  "  with 
the  representatives  of  the  employees  who  had  introduced 
similar  matter  equally  irrelevant  at  other  meetings. 
This  was  a  case  where  it  would  seem  to  the  outsider 
that  the  chairman  might  well  have  shown  a  little  sever- 
ity and  have  ruled  out  all  such  irrelevant  matter.  Yet, 
as  this  was  an  unusually  tactful  chairman,  it  is  probably 
fair  to  assume  that  he  exercised  proper  judgment  in  the 
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matter.  A  prominent  employer  to  whom  I  happened 
to  mention  that  there  seemed  to  be  a  good  deal  of 
waste  time  in  board  meetings,  explained:  '^  Waste 
time!  I  have  sat  in  board  meetings  night  after  night 
and  helped  waste  time,  when  the  determination  as 
finally  reached  was  something  which  my  colleagues  and 
myself  would  have  been  willing  to  grant  after  ten 
minutes'  discussion/'  The  reason  why  they  foimd  it 
necessary  to  waste  time  in  discussion  was  that  if  the 
employers  had  agreed  at  once  to  grant  what  was  ulti- 
mately conceded  it  would  not  have  been  accepted  by 
the  other  side,  and  there  was  danger  that  the  chairman 
would  have  compromised  matters  by  settling  terms  mid- 
way between  what  the  employers  had  been  willing  to 
agree  to  and  that  which  the  employees  were  demanding. 
By  continuing  the  discussion  the  employees  were  com- 
pelled to  reduce  their  demands  to  what  the  employers 
were  willing  to  grant. 

It  is  possible  that  another  motive  for  this  waste  of 
time  may  be  found  in  the  fees  which  are  paid  to  members 
of  the  board  and  to  the  chairman.  While  a  fee  of  10  s. 
($2.43)  means  httle  to  a  large  employer,  it  is  a  welcome 
addition  to  an  employee's  earnings  and  the  20  8. 
($4.87)  or  even  £2  ($9.74)  paid  to  the  chairman  is  by  no 
means  an  unimportant  fee  for  a  man  of  relatively  small 
income.  Judge  Scoles,  acting  judge  of  the  New  South 
Wales  arbitration  court,  told  me  that  the  delay  in 
reaching  decisions  on  the  part  of  some  of  the  New  South 
Wales  boards  had  been  at  times  httle  short  of  a  scandal 
and  he  was  inclined  to  attribute  this  delay  in  large  part 
to  the  fees  paid  to  the  chairmen  and  members.  Mr. 
A.  B.  Piddington,  himself  a  man  of  long  experience  as 
chairman  of  wages  boards,  in  his  recent  report  as 
Royal  Commissioner  to  inquire  into  the  working  of 
industrial  arbitration  in  New  South  Wales,  recommends 
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that  the  govermnent  fees  paid  to  lay  members  of  the 
boards  be  abolished.^  If  it  should  be  fomid  necessary 
or  desirable  that  fees  be  paid  to  lay  members,  they 
should,  he  thinks,  be  paid  by  the  trade  unions  or 
employers  whom  the  board  members  represent. 

The  discussion  in  board  meetings  is,  as  arule,  decidedly 
informal.  Members  talk  freely  across  the  table  during 
the  earlier  stages  of  the  proceedings,  apparently  en- 
deavoring to  convince  their  opponents  of  the  reason- 
ableness of  their  argumeaits,  and  often  many  points  at 
issue  are  settled  by  a  conunon  imderstanding.  When 
this  method  fails,  and  especially  toward  the  close  of  the 
proceedings,  the  arguments  are  directed  more  to  the 
chairman  with  a  view  to  seeming  his  vote,  when  it  is 
realized  that  this  will  be  necessary  to  reach  a  deter- 
mination on  the  matters  still  in  dispute.  Altho  all 
parties  have  a  right  to  take  a  part  in  the  discussion,  it  of 
course  usually  happens  that  the  lead  is  taken  by  one  or 
two  on  either  side.  Oftentimes  the  presentation  of  the 
case  has  been  prepared  beforehand,  and  particular  lines 
of  argument  have  been  assigned  to  different  representa- 
tives of  either  side.  It  is  not  unusual  for  the  members 
on  one  side  or  the  other  to  ask  to  be  allowed  to  with- 
draw from  the  conference  room  in  order  to  consider 
together  some  proposal  which  had  been  made  by  the 
other  side.  In  such  cases,  the  proposal  may  be  ac- 
cepted or  rejected,  and  a  counter-proposal  made,  or  the 
proposal  may  be  accepted  in  part  with  a  view  to  securing 
a  concession  of  some  other  point  by  the  opposite  side. 

Generally  speaking,  the  discussion  in  most  of  the 
boards  which  I  was  privileged  to  attend  was  conducted 
in  good  temper  and  was  earnestly  presented  with  a 
view  to  carrying  conviction.  At  times,  however,  there 
was  considerable  display  of  feeling,  and  accusations  of 

1  Piddincton  Report,  p.  xU. 
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improper  motives  and  the  calling  of  harsh  names  were 
by  no  means  lacking.  I  have  frequently  heard  the  lie 
passed  across  the  table,  and  at  one  board  meeting  an 
angry  employer  went  so  far  as  to  invite  a  nagging  trade- 
wiion  secretary  from  the  other  side  of  the  table  to  step 
into  the  hall  and  settle  the  discussion  by  a  resort  to  fists. 
From  the  meetings  of  this  board,  it  was  my  custom  to 
go  to  another  board  which  sat  on  the  same  evening,  — 
the  gardeners'  board,  —  where  in  a  manner  appropriate 
to  that  calling  the  discussion  was  quiet  and  peaceful. 
This  board  was  dominated  by  a  gray-whiskered,  kindly- 
spoken,  big-hearted  employer  who  frequently  su^ested 
to  the  employees  on  the  other  side  of  the  table  that  they 
might  well  afford  to  ask  more  than  they  were  demand- 
ing, while  at  other  times  he  cautiously  pointed  out  to 
them  that  there  were  employers  in  the  trade  who  could 
not  afford  to  pay  what  theemployees  were  demanding  for 
special  services,  altho  he  expressed  a  willingness  to  do  so 
himself.  This  gentleman's  proposals  were  received  by 
the  employees  on  the  board  in  the  same  spirit  in  which 
they  were  offered,  and  a  determination  was  therefore 
framed  in  large  part  along  lines  suggested  by  this  partic- 
ular employer. 

Inasmuch  as  the  wages  boards  are  examples  of  pure 
collective  bargaining,  it.  can  hardly  be  said  that  there  is 
any  underlying  principle  which  is  followed  for  the  deter- 
mination of  wages.  The  employees  generally  endeavor 
to  get  all  that  is  possible  and  the  employers  to  grant  as 
little  as  possible.  It  must  be  kept  in  mind  that  during 
the  period  that  wages  boards  in  any  state  have  been  in 
existence  prices  have  been  in  an  upward  direction,  and 
for  this  reason  alone  we  might  expect  that  wages  would 
also  have  a  tendency  to  rise.  It  is  probably  largely  for 
this  reason  that  one  finds  in  wages  boards  employees 
constantly  urging  an  increase  in  cost  of  living  as  a 
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reason  for  an  increase  in  wages.  Employers  are,  for  the 
same  reason,  largely  on  the  defensive,  and  endeavor  to 
counteract  arguments  on  the  cost  of  living  by  claiming 
that  the  industry  will  not  stand  such  an  increase  of 
wages  as  is  being  demanded,  because  of  outside  compe- 
tition or  the  low  profits  being  received  by  employers. 
Owing  perhaps  to  the  fact  that  there  has  been  until 
recently  little  statistical  evidence  of  a  reliable  sort 
tending  to  show  the  extent  of  the  increase  in  the  cost  of 
living,  such  evidence  as  the  workers  have  presented  has 
been  of  a  sporadic  sort,  based  largely  on  their  own 
experiences.  Probably  it  has  been  none  the  less  effec- 
tive for  that  reason.  More  than  once  I  have  heard 
employers  admit  after  a  worker  had  read  a  statement  as 
to  what  he  had  been  able  to  purchase  with  his  wages 
that  one  could  not  blame  him  for  asking  for  an  increase 
in  wages.  On  the  other  hand,  I  have  also  heard  the 
employees  reluctantly  confess  that  in  view  of  what 
employers  have  said  concerning  the  competitive  con- 
ditions in  their  industry,  they  must  content  themselves 
with  a  less  increase  in  wages  than  they  had  believed 
they  were  entitled  to.  On  the  whole,  one  who  has 
attended  many  meetings  of  these  boards  goes  away 
with  the  impression  that  both  employers  and  employees 
leave  these  boards  with  a  much  better  understanding  of 
the  conditions  which  the  other  side  has  to  meet  than 
could  be  obtained  in  any  other  way  than  through  these 
face-to-face  informal  conferences. 

Mr.  Aves  has  expressed  the  opinion  ^  that  there  is  a 
great  need  for  statistical  information  concerning  such 
factors  as  prices  of  raw  material,  house  rent,  and  the 
like,  which  could  be  used  by  the  boards  as  evidence  of 
the  claims  made  with  reference  to  the  cost  of  living  or 
the  cost  of  production.    Such  evidence  is  of  great  value 

1  Avest  op.  dt.,  p.  20. 
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to  a  judge  of  an  arbitration  court  and  nearly  all  the 
judges  of  arbitration  courts  in  Australia  and  New 
Zealand  have  at  times  expressed  the  need  of  accurate 
information  of  this  sort  to  guide  them  in  reaching  a 
decision  in  regard  to  wages.  It  is  doubtful,  however, 
if  it  would  be  of  much  value  to  the  wages  boards,  where 
the  process  is  one  of  bargaining  and  of  mutual  conces- 
sion rather  than  the  reaching  of  a  decision  based  on 
evidence. 

The  boards  may,  if  they  desire,  take  evidence  from 
other  than  members  of  the  boards  concerning  matters 
which  are  in  dispute.  The  taking  of  evidence  does  not 
consume  a  very  large  part  of  the  boards'  time  in  Vic- 
toria, nor  did  it  in  South  Australia  while  the  latter 
colony  had  the  Victorian  system.  But  in  New  South 
Wales  the  taking  of  evidence  consumes  more  time  than 
any  other  one  thing  in  the  boards'  work,  and  the  deter- 
minations finally  reached  are  based  more  on  the  evidence 
taken  than  upon  the  results  of  the  conferences  between 
representatives  of  employers  and  employees.  The 
importance  attached  to  the  evidence  taken  by  the  New 
South  Wales  boards  in  making  an  award,  as  compared 
to  that  shown  by  the  wages  boards  in  other  states,  is  a 
clear  proof  of  the  fact  already  stated  that  the  New 
South  Wales  boards  are  in  reality  judicial  tribunals 
rather  than  conciliation  boards.  The  evidence  taken 
in  the  wage  boards  usually  relates  to  details  of  the  trade 
and  is  intended  for  the  information  of  the  chairman. 
Such  information  is  usually  a  matter  of  common  knowl- 
edge to  the  members  of  the  boards,  who  are  engaged 
directly  in  the  trade. 

It  seldom  happens  of  course  that  either  side  obtains 
all  that  it  is  requesting  at  a  board  meeting.  Generally 
there  is  a  compromise,  and  a  wise  and  tactful  chairman 
is  always  waiting  for  the  opportunity  to  suggest  a  com- 
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promise  which  he  has  reason  to  believe  will  be  accept- 
able to  both  parties.  In  the  early  stages  of  the 
conference  the  parties  on  one  side  of  the  table  generally 
attempt  to  convince  those  on  the  other  side  of  the  jus- 
tice of  their  demands.  Failing  in  this,  the  arguments, 
towards  the  end  of  a  conference,  as  has  just  been  said, 
are  usually  directed  toward  securing  a  favorable  vote 
from  the  chairman  and  are  therefore  directed  to  him. 
Some  chairmen  pride  themselves  on  their  ability  to  secure 
an  agreement  among  the  parties  without  the  neces- 
sity of  casting  a  deciding  vote.  Rev.  A.  R.  Edgar,  for 
many  years  chairman  of  the  clothing  board,  as  well  as 
other  boards,  has  told  me  that  he  has  never  yet  been 
obliged  to  cast  the  deciding  vote.  At  times,  where  an 
agreement  has  seemed  impossible  he  has  adjourned  the 
board  meetings  imtil  the  parties  have  informed  him 
that  they  were  able  to  report  an  agreement.  While 
such  results  are  not  infrequent,  it  commonly  happens 
that  the  chairman  must  practically  make  his  position 
known,  —  that  is,  be  must  indicate  how  far  he  is  willing 
to  go  in  the  matter  of  an  increase  in  wages,  —  before 
the  two  parties  can  be  made  to  come  to  an  agreement  on 
this  vital  issue.  The  most  experienced  chairman  of  the 
wages  boards  in  Victoria  has  told  me  that  he  is  seldom 
obliged  to  give  a  deciding  vote,  but  I  have  noticed  in 
board  meetings  over  which  he  presided  that  after  a 
lengthy  discussion,  when  apparently  all  the  arguments 
on  either  side  had  been  presented,  he  would  announce 
that  he  was  willing  to  agree  to  a  certain  wage  or  other 
arrangement.  Generally  this  was  a  compromise 
between  the  proposals  made  by  the  two  parties,  and  it 
was  then  left  for  one  side  or  the  other  rather  reluctantly 
to  make  the  motion  that  such  an  arrangement  as  the 
chairman  had  suggested  be  made,  whereupon  the  other 
side  would  accept  the  proposal. 
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The  wages  boards  in  Victoria  and  Tasmania  and 
until  recently  at  least  those  in  South  Australia  and 
Queensland  are  therefore  true  examples  of  collective 
bargaining,  since  the  agreements  are  reached  as  a 
result  of  full  presentation  of  the  claims  of  employers  in 
a  trade  collectively  represented  and  those  of  the  em- 
ployees in  the  same  trade  also  collectively  represented. 
The  chairman,  altho  possessing  considerable  power,  is 
bound  to  exercise  it  with  discretion  if  he  is  at  all  in- 
clined to  bring  about  a  determination  which  will  satisfy 
in  a  measure  both  parties  and  which  will  permit  the 
industry  to  continue  without  interruption.  The  boards 
in  New  South  Wales,  on  the  other  hand,  do  not  convey 
to  the  visitor  the  impression  of  being  conferences 
wherein  employers  and  employees  make  their  own  bar- 
gains. The  taking  of  evidence,  the  inquiries  made  by 
the  board  members,  the  extended  arguments  presented 
by  representatives  of  the  two  sides  with  a  view  to  in- 
fluencing the  board's  decision,  all  give  the  appearance 
of  a  judicial  tribunal.  This  impression  is  hei^tened  by 
the  knowledge  that  in  most  cases  the  parties  may  make 
an  appeal  direct  to  the  arbitration  court.  As  a  matter 
of  fact,  the  conciliation  councils  in  New  Zealand,  while 
not  pretending  to  the  name  of  wages  boards,  far  more 
resemble  the  wages  boards  in  Victoria  than  do  the  New 
South  Wales  boards.  Indeed,  in  many  respects,  the 
conciliation  coimcils  are  better  examples  of  collective 
bargaining  than  even  the  Victorian  boards;  for  the 
chairman  in  such  councils  has  no  deciding  vote  and  when 
an  agreement  is  obtained  it  must  be  reached  by  the  two 
parties  alone.  One  must  not  be  misled  by  this  fact  into 
reaching  a  conclusion  that  a  chairman  might  be  dis- 
pensed with  under  the  wages  boards  plan.  The  wages 
boards'  experience  imder  the  1902  amendment  to  the 
Victorian  law,  which  took  away  from  the  chairman  the 
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right  to  vote,  clearly  showed  the  unpracticability  of 
such  a  plan.  The  real  reason  why  the  conciliation  coun- 
cils in  New  Zealand  are  able  to  reach  an  agreement  in  the 
majority  of  cases  is  the  fact  that  both  parties  realize  that 
if  an  agreement  were  not  reached  the  case  would  auto- 
matically go  to  the  arbitration  court  for  final  adjustment 
and,  generally  speaking,  employers  and  employees 
prefer  to  settle  their  own  differences. 

M.  B.  Hammond. 

Ohio  State  Uniybbsitt. 
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DEPRECIATION  AND  RATE  CONTROL 
A  CRITICISM 

In  a  recent  article  in  this  Journal  ^  Professor  Allyn  A. 
Young  takes  to  task  the  United  States  Supreme  Court 
and  public  service  commissions  generally  for  erroneous 
thinking  and  improper  action  in  regard  to  depreciation 
in  connection  with  valuations  made  for  purposes  of  rate 
regulation.  Confining  his  attention  to  the  physical 
property  element  in  the  valuation,  he  argues  that  the 
property  taken  as  evidence  of  the  investment  can  and 
should  be  valued  for  that  purpose  as  tho  it  were  new, 
without  allowing  for  age,  wear  and  tear,  and  obsolescence, 
in  the  case  of  large  and  varied  properties,  except  for  de- 
preciation allocated  to  a  period  in  which  depreciation 
accruals  were  legally  charged  to  operating  expenses.  In 
this  opinion  Professor  Young  ranges  himself  with  Mr. 
James  E.  Allison,  pubhc  service  expert,  and  till  recently 
chief  engineer  and  influential  member  of  the  St.  Louis 
Public  Service  Commission,  which  alone  has  adopted 
the  poUcy  for  which  argument  is  made.  As  frankly  he 
sets  himself  against  the  accepted  opinion  of  the  day. 

Much  in  Professor  Young's  article  is  above  criticism. 
To  the  notion  of  a  ''  state  of  normal  average  deprecia- 
tion "  attention  deserves  to  be  called,  and  the  figures 
cited  easily  emphasize  the  importance  of  the  issue  here 
raised.  The  summary  of  certain  developments  in  the 
accounting  regulations  of  the  Interstate  Commerce 
Commission  is  valuable,  tho  intentionally  not  compre- 
hensive.   The  statement  and  illustrations  regarding  the 

>  Depreciation  ftad  Rate  Control,  vol.  xzviii,  pp.  680-663,  Auctwt,  1014. 
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depreciation  of  particular  assets  are  helpful.  And  in 
particular  I  should  cordially  assent  to  the  first  of  his 
three  summarized  conclusions  in  the  form  in  which  it 
is  stated.  Furthermore,  h^  would  be  bold  who  would 
imdertake  to  defend  public  service  commissions,  or  even 
the  United  States  Supreme  Court,  against  charges  of 
looseness,  inconsistency,  and  inaccuracy  of  statement, 
or  to  support  all  their  rulings.  Members  of  these  bodies 
cannot  be  experts  in  all  fields  or  infallible  in  any,  and 
and  their  reasoning  and  conclusions  frequently  merit 
criticism. 

Nevertheless,  on  the  fundamental  issue  which  Pro- 
fessor Yoimg  raises  I  am  convinced  that  the  current 
view  is  correct,  and  that  the  attack  upon  it  deserves  no 
support  from  economists. 

The  issue  may  be  resolved  into  three  separate  ques- 
tions, all  relating  to  deductions,  in  valuations  for  pur- 
poses of  rate  control,  for  depreciation  of  physical  plants 
operated  by  public  service  companies,  during  periods 
when  such  allowances  for  depreciation  were  not  pre- 
scribed by  law. 

1.  Is  such  deduction  necessary  in  order  correctly  to 
state  the  present  investment  in  the  plant  ? 

2.  Is  such  deduction,  retroactive  in  its  effect,  just  to 
pubUc  service  companies  ? 

3.  Is  such  deduction,  involving  (as  it  ordinarily  does) 
the  carryingof  a  permanent  reserve  for  accrued  deprecia- 
tion, eocpedient  f 

The  first  of  these  is  purely  a  scientific  question,  in  the 
realm  of  economics  and  accounting.  The  second  is  an 
ethical  question,  involving  the  propriety  of  a  sort  of 
ex  post  facto  legislation,  but  also,  be  it  noted,  the  prob- 
lem of  equaUty  of  treatment  of  different  companies. 
The  third  is  purely  a  question  of  public  policy,  not 
wholly  dependent  upon  the  answers  to  the  first  two. 
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To  each  of  these  questions,  tho  he  does  not  consider 
them  in  this  precise  form  or  order,  Professor  Yoimg 
would  give  a  negative  answer.  Let  us  consider  them 
in  turn. 

We  may  begin  by  asking  whether  we  can  arrive  at  a 
closer  approximation  to  the  "  present  value ''  or 
"  amount  of  the  investment "  by  regarding  or  by  disre- 
garding age,  wear  and  tear,  and  obsolescence  7 

The  editor  of  the  Railway  Age  Gazette  recently  re- 
marked:^ ''William  Mahl,  of  the  Southern  Pacific, 
expressed  the  feeling  of  a  great  many  practical  railroad 
executives  when  he  argued  that  if  a  car  or  locomotive 
were  kept  in  perfect  repair  it  did  not  depreciate."  This 
is  not  an  uncommon  notion  among  business  men  gener- 
ally, tho  it  would  be  accepted  by  few  accoimtants  or 
economists.  Professor  Yoimg  would  not  make  this 
particular  statement,  for  he  is  at  pains  to  describe  the 
nature  of  depreciation  of  individual  capital  goods;  nor 
would  he  say  it  of  a  plant  in  which  one  physical  unit  was 
of  dominant  importance;  but  he  comes  perilously  near 
to  saying  it  with  respect  to  a  property  so  varied  that 
''  no  single  wasting  asset  or  group  of  assets  is  of  domi- 
nant importance  "  and  repairs,  renewals,  and  replace- 
ments are  normally  fairly  regular  in  amount.  "  There 
is  no  necessary  correlation  between  the  mere  aging  or 
even  the  physical  wear  and  tear  of  capital  goods  and  the 
diminution  of  the  investment.  The  concrete  facts  in 
the  case  are  few.  When  capital  goods  are  installed 
their  cost  is  a  definite  amoimt  of  investment ;  when  they 
are  retired  from  use  the  investment  is  diminished  by  the 
amount  of  their  cost,  minus  salvage.  If  such  capital 
goods  are  replaced  promptly  when  retired,  is  not  the 
amount  of  the  investment,  in  every  real  sense,  kept 
intact  ?  "  (pp.  650-651) •     In  other  words,  the  indi- 

1  Vol.  hri,  p.  727,  March  27,  1014. 
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vidua!  capital  goods  indeed  depreciate;  the  plant,  the 
sum  of  them,  imder  the  conditions  described,  does  not. 
The  whole  is  not  equal  to  the  siun  of  its  parts.  Hence 
to  deduct  from  the  original  cost  or  replacement  cost  an 
item  for  accrued  depreciation  on  the  items  of  the  plant 
would  involve  an  imderstatement  of  the  "  amount  of 
the  investment." 

It  is  highly  probable  that  Professor  Young  over- 
estimates the  strength  of  the  tendency  to  regularity  of 
replacements  and  the  maintenance  of  a  steady  level 
of  "productive  efficiency";  but  this  is,  after  all,  a 
question  of  fact  rather  than  of  principle.  Granting 
that  the  facts  are  as  he  assumes  them,  is  the  "  present 
value  "  or  the  "  principal  of  the  investment "  inde- 
pendent of  the  depreciation  of  individual  items  in  the 
plant? 

To  my  mind,  the  reason  why  capital  goods  are  wanted 
and  valued  at  all  is  that  they  possess  capacities  for  con- 
tributing certain  services  toward  the  completion  of  the 
productive  process  and  its  result  in  valuable  finished 
products.  Each  bit  of  material,  each  machine,  each 
tool,  is  wanted  and  valued  because  it  embodies  a  certain 
store  of  productive  power  which  can  be  brought  to  bear 
in  the  productive  process.  As  each  unit  wears  out,  or 
ages,  or  becomes  obsolete,  this  store  of  productive  power 
is  exhausted  or  leaks  away.  For  the  day,  an  old  car  or 
locomotive  may  be  "  as  good  as  new  ";  with  proper 
repair  its  daily  or  monthly  serviceabiUty  or  output  may 
remain  constant;  but  the  diminution  of  its  productive 
power  goes  steadily  on.  Moreover,  it  seems  to  me,  the 
relative  values  of  different  capital  goods  are  determined 
by  the  relative  amounts  of  productive  power  which  they 
contain;  and  for  the  same  reason  the  relative  values  of 
a  single  machine  or  other  capital  good  at  different  times 
are  naturally  determined  by  estimates  of  the  productive 
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power  therein  embodied.  In  short,  as  the  declinefin 
productive  power  takes  place  the  item  depreciates  in 
value.  We  cannot  accurately  ascertain  the  precise  ex- 
tent of  the  diminution  of  productive  power,  hence  the 
figure  for  the  value  of  a  partly  worn  or  partly  ag^ 
capital  good  is  more  or  less  inexact.  But  of  both  decline 
and  depreciation  we  may  be  certain. 

And  can  the  summing  up  of  the  multifarious  units  of 
a  physical  plant  blind  us  to  the  fact  of  diminished  pro- 
ductive power  in  an  old  plant  as  compared  with  the 
same  plant  new  ?  Its  daily  capacity  may  be  no  less; 
with  proper  repairs  and  replacements  that  capacity  may 
never  decrease;  with  such  "  maintenance  "  the  pro- 
ductive power  of  the  plant  will  not  decrease  below  a 
certain  point;  but  unless  the  equipment  has  been  in- 
creased and  the  capacity  thereby  enlarged,  the  store  of 
productive  power  in  the  plant  will  inevitably  decline  as, 
from  a  state  of  newness,  the  state  of  normal  average 
depreciation  is  approached.  This  is  inevitable  for  the 
plant  as  a  whole,  as  depreciation  is  inevitable  for  each 
individual  item  in  it.  It  occurs  irrespective  of  the 
beliefs,  hopes,  or  wishes  of  investors  or  managers,  re- 
gardless of  accounting  standards  or  the  law,  independent 
of  actions  or  theories  of  public  service  commissions  or 
the  courts.  One  may  be  unable  to  measure  the  precise 
extent  of  the  decline;  one  may  shut  his  eyes  to  it  en- 
tirely; one  may  show  it  on  the  books  in  one  way  or 
another  or  not  at  all;  one  may  or  may  not  need  to  alter 
his  industrial  or  financial  policy  because  of  it:  but  the 
fact  remains.  The  decline  is  the  result  of  forces  beyond 
the  control  of  proprietors,  courts,  or  commissions.  The 
plant  in  a  state  of  normal  average  depreciation  has  some- 
thing like  fifty  or  fifty-five  per  cent  as  large  a  store  of 
productive  power  as  a  new  plant  of  similar  make-up 
and  producing  capacity. 
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And  I  submit  that  this  productive  power  is  the 
natural  and  proper  criterion  of  the  value  of  the  physical 
plant,  as  for  any  unit  or  group  of  capital  goods.  What- 
ever the  purposes  of  an  appraisal,  one  can  hardly  im- 
agine appraisers  setting  the  same  valuation  upon  two 
plants  precisely  alike  except  that  one  was  brand  new 
and  the  other  in  the  state  of  normal  average  deprecia- 
tion. If  we  could  imagine  a  perfect  market  for  physical 
plants  of  going  concerns,  we  could  not  conjure  up  the 
spectacle  of  business  men  paying,  at  one  and  the  same 
time,  the  same  amount  for  a  new  and  a  well-worn  plant 
of  the  same  type.  And  true  as  it  is  that  there  is  no 
actual  present  market  value  to  afford  evidence  of  the 
proper  valuation  for  purposes  of  rate  control,  the  differ- 
ence between  probable  present  market  values  of  new 
and  comparatively  old  plants  would  suggest  an  under- 
lying difference  which  is  significant  for  the  valuation  of 
the  plants  in  going  concerns.  The  biu*den  of  proof  to 
show  that  this  difference  in  productive  power  may  for 
practical  purposes  be  disregarded  in  valuations  for  pur- 
poses of  rate  control  is  much  heavier  than  the  advocates 
of  the  new  doctrine  seem  to  have  realized. 

On  the  other  hand,  Professor  Young  would  make 
"  productive  efficiency  "  the  criterion  of  present  invest- 
ment: proper  repairs  and  replacements  being  made,  a 
large  and  varied  plant  does*  not  decline  in  productive 
efficiency,  and  if  it  does  not  so  decline,  then  the  amount 
of  the  investment  remains  essentially,  "  in  every  real 
sense,"  intact.  But "  productive  efficiency  "  is  a  some- 
what elusive  phrase.  If  it  signifies  output  at  a  given 
time,  or  perhaps  even  output  at  an  unchanging  cost  for 
inevitable  expenditures  connected  with  production,  we 
may  agree  that  productive  efficiency  does  not  decline. 
But  must  it  not  mean  something  else  ?  Repairs  and 
replacements  Professor  Young  himself  asserts  are  part 
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of  the  operating  expenses.  These  expenses  are  in- 
evitably small  early  in  the  life  of  a  plant  and  larger 
when  it  has  reached  its  stage  of  normal  average  deprecia- 
tion. The  output  per  unit  of  total  operating  expense, 
if  depreciation  is  neglected  and  the  plant  merely  main- 
tained at  a  given  size  and  capacity,  therefore  inevitably 
declines  as  the  plant  ''  settles  down."  This  Professor 
Young  admits  when  he  acknowledges  that  the  '^  profits  " 
may  be  expected  to  be  larger  during  this  interval  than 
later.  OnZy&j^counft^n^  info  op^rofin^  expenses /romt^ 
start  an  Hem  for  depreciation  to  represent  productive  power 
exhausted  and  not  replaced  will  the  total  operating  expenses 
per  unit  of  product  remain  constant.  Adequately  inter- 
preted, it  seems  to  me,  productive  efficiency  must  have 
reference  to  this  relation  between  output  and  the  total 
cost  of  producing  it;  and,  if  this  be  true,  only  by  allow- 
ing for  depreciation  from  the  start  can  the  productive 
efficiency  be  said  not  to  decline. 

It  is  the  failure  to  differentiate  between  productive 
efficiency  in  a  too  narrow  sense  and  productive  power 
that  led  astray  the  railway  officials  above  mentioned; 
and  Professor  Young  seems  to  have  run  afoul  of  the 
same  snag. 

We  may  therefore  conclude  that  the  decline  in  pro- 
ductive power  and  consequent  depreciation  in  value 
must  in  some  way  be  taken  into  consideration  if  we  are 
to  arrive  at  even  an  approximate  figure  for  the  present 
value  of  a  partly  worn  or  partly  aged  physical  plant. 
Neglect  of  it,  whatever  its  large  or  small  consequences, 
will  at  least  distort  the  accuracy  of  this  figure  by  the 
amount  of  such  depreciation.  Of  course  this  statement 
carries  with  it  no  censure  upon  public  service  companies 
for  failure  to  take  regular  account  of  depreciation  or 
neglect  to  carry  a  depreciation  reserve  in  days  before  the 
law  or  accounting  practice  required  such  actions.     It 
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simply  means  that  if  they  have  not  done  so,  their  figures 
for  plant  value  are  so  far  inaccurate;  their  profits  have 
been,  perhaps  innocently  enough,  overstated;  their  div- 
idends, if  they  have  distributed  all  their  calculated 
profits,  have  included  part  of  their  investment;  their 
stated  surplus,  if  they  have  refrained  from  distributing 
all  their  calculated  profits,  is  at  least  in  part  a  spurious 
one,  the  right  to  distribute  which  to  the  stockholders 
may  well  be  called  in  question. 

This  is  the  principal  question  but  not  the  whole  one. 
When  a  public  service  company  has  operated  for  years 
without  making  such  allowance  for  depreciation,  under 
a  well-warranted  understanding  that  such  allowance  was 
at  most  imnecessary,  is  it  just  to  require  that  henceforth 
rates  be  adjusted  so  as  to  afford  a  proper  income  on  the 
actual  investment  rather  than  on  the  amount  the  pro- 
prietors considered  still  to  remain  invested  ?  Professor 
Young  writes:  (p.  653)  "  In  general,  there  is  a  reason- 
able presumption  that  the  investments  in  undertakings 
which  have  not  acctunulated  a  depreciation  reserve  were 
not  made  with  the  expectation  that  it  would  be  neces- 
sary to  charge  depreciation  accruals  to  operating  ex- 
penses. It  follows  that  it  cannot  in  general  be  prestuned 
that  the  profits  of  such  undertakings  have  contained  an 
element  which  should  unquestionably  be  considered  a 
repayment  of  part  of  the  invested  principal.  Accord- 
ingly, serious  objection  might  properly  be  made  to  a 
system  of  compulsory  accounts  which  requires  that 
property  already  on  hand  be  written  down  for  deprecia- 
tion." I  have  already  adverted  to  the  question  of 
profits;  but  the  question  of  justice  remains. 

It  is  clear  that  such  a  writing  down  as  would  be  en- 
tailed by  the  "retroactive"  operation  would  affect 
future  rates  and  future  dividends,  and  consequently 
the  present  value  of  securities  outstanding.     Yet  no 
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regulation  of  past  actions  or  profits  is  involved.  The 
investors  are  not  required  to  disgorge  the  sums  they  re- 
ceived in  the  false  guise  of  profits ;  they  are  not  required 
to  return  the  profits  actually  secured  for  years  when 
rates  were  allowed  to  remain  at  a  level  to  yield  normal 
income  on  a  capital  sum  higher  than  the  actual  invest- 
ment; nor  will  rates  or  the  value  of  the  securities  be 
now  reduced  below  what  they  would  have  been  had  the 
company  kept  regular  account  of  depreciation  but  other- 
'  wise  followed  the  same  policies.  The  company  is  merely 
dislodged  for  the  future  from  a  position  unwarranted  by 
present  facts,  and  this,  while  no  doubt  irritating,  seems 
hardly  unjust. 

Moreover,  no  breaking  of  contracts,  express  or  im- 
plied, is  involved.  The  risk  of  regulation  of  rates  is  one 
of  the  many  which  investors  in  public  service  under- 
takings had  to  take.  No  guarantee  of  immunity  from 
this  was  given,  nor  was  any  assiu*ance  given  that  the 
company's  figures  would  be  accepted  as  the  basis  for 
rate  making  in  case  such  a  policy  should  be  instituted. 
It  may  be  that  the  promoters  with  characteristic  opti- 
mism expected  no  such  action,  and  aroused  similar  ex- 
pectations in  the  purchasers  of  their  securities.  The 
legal  decisions  that  no  depreciation  reserve  or  reserve 
fund  was  required  to  be  accumulated  may  have  culti- 
vated expectations  that  in  possible  regulation  of  rates 
depreciation  would  not  be  considered;  but  the  two  were 
not  necessarily  connected.  In  any  case,  past  "  expec- 
tations "  are  notoriously  difficult  to  ascertain  and  notori- 
ously unsafe  as  a  basis  for  present  action;  and  it  is  not 
safe  to  presume  that  if  an  allowance  for  depreciation 
had  been  required  from  the  outset  investments  would 
not  have  been  made  or  would  have  been  smaller. 

Another  aspect  of  this  ethical  question,  however,  must 
be  noticed.     Justice  implies  impartiality,  equality  of 
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treatment.  Compare  now  the  situations  of  two  con- 
cerns which  started  out  at  the  same  time  with  equal 
plants,  which  have  been  conducted  with  equal  efficiency, 
under  identical  conditions,  and  which  have  maintained 
equal  outputs;  but  one  has  regularly  charged  deprecia- 
tion to  operating  expenses  while  the  other  has  not.  If 
they  pursued  the  same  dividend  poUcies,  therefore,  at 
the  end  of  any  period  after  both  have  reached  the  state 
of  normal  average  depreciation,  the  more  conservative 
company  will  show  a  smaller  net  figure  for  plant  and 
at  the  same  time  a  smaller  capital  stock  account  if  the 
surplus  earnings  due  to  the  "  settling  down  ^'  period 
have  been  actually  divided  to  stockholders,  or  a  smaller 
surplus  and  no  larger  item  for  outside  investments  if 
they  have  refrained  from  dividing  such  surplus  earnings. 
If  now  a  public  service  commission  differentiates  be- 
tween them  on  the  ground  that  one  expected  to  allow 
for  depreciation  while  the  other  did  not,  and  prescribes 
rates  to  yield  the  same  income  on  the  nominal  invest- 
ment of  each,  the  rates  will  be  considerably  higher 
for  the  concern  which  did  not  allow  for  depreciation, 
despite  equality  of  productive  power  and  productive 
efficiency.  Relatively  speaking,  therefore,  the  com- 
pany which  adopted  standards  in  advance  of  its  time 
is  penalized  for  the  indefinite  future  for  having  been 
so  wide-awake! 

Numerous  changes  might  easily  be  rung  on  this  illus- 
tration, but  they  would  yield  similar  results.  In  short, 
to  make  allowance  for  depreciation  in  valuation  for  pur- 
poses of  rate  control  not  only  involves  no  injustice  to 
companies  which  have  been  only  abreast  of  their  day, 
but  it  involves  actual  inequality  of  treatment  among 
companies  which  for  one  reason  or  another  have  adopted 
different  policies  in  this  regard,  with  relatively  unfavor- 
able treatment  for  the  most  advanced  managements. 
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The  question  of  expediency  remains.  The  presump- 
tion is  distinctly  in  favor  of  it,  if  the  preceding  argu- 
ments are  valid.  Even  Professor  Young  admits  that 
there  is  no  great  objection  in  the  case  of  the  railroads 
to  the  debit  of  retroactive  depreciation  charges  as  their 
amount  is  ascertained^  if  such  debit  is  made  direct  to 
profit  and  loss,  thus  decreasing  the  stated  surplus  or 
increasing  the  stated  deficit,  rather  than  being  charged 
against  the  annual  earnings  (p.  655) .  But  one  objection 
seems  to  him  to  be  fundamental.  Since  replacements 
and  repairs  tend  to  be  fairly  regular  in  amount,  once  the 
state  of  normal  average  depreciation  is  reached,  there 
is  no  need  for  an  accumulated  reserve  for  accrued  depre- 
ciation which  permanently  remains  on  the  balance  sheet. 
Such  a  reserve  he  dubs  "  unusable,"  "  useless  "  (pp. 
650-652,  658). 

For  clearness'  sake  it  may  be  mentioned  here  that  if 
depreciation  is  taken  into  account  an  item  is  regularly 
charged  into  operating  expenses  to  cover  estimated 
depreciation  accrued  through  the  fiscal  period  and 
credited  to  "  Reserve  for  Accrued  Depreciation,"  a 
balance  sheet  account.  Against  the  credit  so  arising 
may  be  charged  the  cost  of  replacements;  or,  more 
satisfactorily,  when  an  item  of  plant  is  retired  the 
reserve  may  be  reduced  by  the  amount  theretofore 
credited  to  it  on  account  of  this  item,  while  the  prop- 
erty account  is  reduced  by  the  cost  of  the  item  retired. 
The  net  credit  to  "  Reserve  for  Accrued  Depreciation 
may  be  at  once  set  off  agaiost  the  property  account, 
reducing  it  by  the  amount  of  the  net  estimated  depre- 
ciation. But  more  commonly  it  is  carried  separately, 
and  either  listed  among  the  liabilities  or,  now  more 
frequently,  subtracted  obviously  from  the  cost  figure 
for  property  account  on  the  balance  sheet,  the  net 
figure  as  well  as  the  others  being  shown  directly.     In 
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shorty  it  is  an  accounting  device  to  record  depreciation 
in  numerical  amount  without  acting  as  if  the  precise 
amount  of  decline  in  productive  power  were  definitely 
ascertained. 

In  what  sense  is  such  a  reserve  unusable^  useless  ? 
If  it  enables  one  to  state  with  some  approach  to  accuracy 
the  net  present  investment  in  plant  and  equipment, 
without  destrojring  what  significance  the  cost  figures 
may  have,  it  unquestionably  performs  a  useful  if  modest 
function.  If,  on  the  other  hand,  it  prevents  such  an 
approach  to  accuracy  and  leads  to  an  understatement  of 
the  present  investment,  the  "  reserve  *'  is  not  useless 
but  far  worse,  —  it  is  thoroly  misleading  and  wrong. 
Professor  Young  does  not  directly  charge  the  latter,  and 
our  reasons  for  holding  to  the  former  view  have  already 
been  stated. 

The  only  assumption  on  which  Professor  Young's 
language  is  intelligible  to  me  is  that,  in  spite  of  his 
better  knowledge,  he  has  fallen  into  an  error  which 
arises  out  of  the  current  abuse  of  the  term  ''  deprecia- 
tion reserve,"  by  emplojring  it  to  designate  not  only  the 
account  above  described  but  a  thing  essentially  differ- 
ent, —  namely  a  segregated  fund  of  particular  assets, 
cash,  securities,  or  what  not,  which  may  be  drawn  upon 
to  meet  ordinary  or  extraordinary  repairs,  renewals,  and 
replacements.  Such  was  the  ''  growing  fund  ''  which 
some  of  the  early  toll-bridge  charters  required  to  be 
built  up  against  the  decay  or  destruction  of  the  bridge 
structure.  A  safer  term  for  this  is  "  depreciation  fund  ** 
or  "  renewal  fund."  How  large  such  a  fund  shall  be  is 
purely  a  practical  business  question:  what  amount  may 
be  needed  to  ensure  the  prompt  coping  with  contingen- 
cies which  ouglht  to  be  taken  into  account  ?  It  has  no 
necessary  relation  to  the  amount  of  depreciation  in  the 
property;  the  relation  would  normally  be  close  in  the 
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case  of  a  toll-bridge  company  but  very  distant  where  a 
large  and  varied  plant  existed,  whose  different  units  had 
different  ages  and  dates  of  installation.  The  utility  of 
such  a  fund  consists  merely  in  the  preparation  which  it 
provides  for  making  expenditures  on  plant  and  equip- 
ment when  needed. 

In  a  word,  the  depreciation  fund  is  an  asset;  the 
"  reserve  for  accrued  depreciation  "  is  not,  but  is  frankly 
an  "  offset  "  to  a  frankly  inflated  asset  figure.  The  re- 
serve proper  has  no  necessary  counterpart  in  any  partic- 
ular assets;  a  '^  depreciation  fund  "  of  an  equal  amount 
or  much  less  may  be  maintained  at  the  same  time,  but 
very  commonly  no  such  fund  is  found  needful,  much  less 
is  it  commonly  required  by  law  or  public  service  com- 
missions. The  depreciation  reserve  proper  has  nothing 
whatever  to  do  with  ability  to  make  expenditures  for  re- 
placements or  renewals,  regular  or  irregular,  except  in 
so  far  as  it  may  insure  more  comprehensive  knowledge 
of  the  plant  and  thereby  facilitate  intelligent  prevision 
of  future  needs  for  such  piuposes.  Thus  Professor 
Young  is  right  in  saying  that  "  the  deduction  for  depre- 
ciation cannot  be  justified  by  appealing  to  the  necessity 
of  providing  for  replacements  "  (p.  662) ;  but  this  is  not 
the  whole  truth.  If  the  requirement  of  deducting  for 
depreciation  necessitated  the  accumulation  of  a  "  depre- 
ciation fund  '^  equal  to  the  accrued  depreciation,  such  a 
fund  would  in  large  measure  be  unnecessary  to  ensure 
proper  repairs  and  replacements,  and,  tho  it  would 
probably  be  invested  in  income-bearing  securities  and 
not  be  "  idle  money,"  it  would  be  a  superfluous  provision 
and  in  this  sense  '^  useless."  Professor  Young  seems  to 
imply  throughout  that  this  result  tends  to  follow.  On 
page  648  he  asserts  a  modified  form  of  this  implication. 
"  Altho  no  investment  of  a  separate  depreciation  fund 
is  required,  yet  the  writing  down  of  the  capital  assets 
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by  the  amount  of  the  '  accrued '  depreciation  means 
in  the  long  run  either  that  other  assets  have  to  be  larger 
in  amount  than  they  otherwise  would  have  been  or  that 
liabilities  have  to  be  smaller.  Usually  the  growth  of  the 
reserve  for  accrued  depreciation  means  in  practice  that 
additional  permanent  investments  are  being  made  out 
of  earnings.  The  reserve  represents  an  additional,  per- 
manent, and  compulsory  investment  in  the  business  to 
take  the  place  of  the  amount  of  the  investment  written 
off  for  depreciation." 

It  will  be  noted  that  this  consequence,  if  it  be  such, 
is  no  different  in  the  case  of  companies  starting  out 
under  strict  regulation  than  in  the  case  of  companies 
existing  prior  to  such  regulation  and  summarily  brought 
under  its  provisions.  The  "  depreciation  fund  "  or  its 
equivalent  is  equally  "  useless  "  in  the  two  types  of 
cases.  But  consider  the  alternatives  actually  presented 
to  a  company  when  required  from  the  outset  to  provide 
a  "  reserve  for  accrued  depreciation  "  on  its  plant. 
There  are  at  least  three.  Dxuing  the  period  of  settling 
down  to  the  state  of  normal  average  depreciation  the 
expenditures  for  replacements  and  repairs  will  be  small. 

(1)  It  may  not  divide  the  earnings  representing  this 
temporary  saving  as  profits,  for  they  are  not  so.  It 
may  use  them,  however,  to  purchase  additional  items 
of  plant  or  equipment,  thus  increasing  its  current  pro- 
ductive capacity  without  increasing  its  net  investment. 

(2)  Or,  it  may  invest  them  in  income-bearing  securities, 
securing  thereby  a  supplementary  income.  (3)  Or,  it 
may  divide  them  to  the  stockholders,  as  a  return  of  part 
of  the  investment,  and  reduce  the  capital  stock  accord- 
ingly. The  first  of  these  alternatives  is  commonly 
chosen,  chiefly  because  businesses  seldom  spring  full- 
fledg^  from  the  heads  of  their  promoters  and  if  success- 
ful usually  expand.     Where,  however,  conditions  are 


Digitized  by  LjOOQ IC 


•376  QUABTERLY  JOURNAL  OP  ECONOMICS 

static  and  increase  of  output  would  be  unprofitable,  un- 
economical, this  policy  would  be  avoided,  and  one  of  the 
others  adopted.  The  second  policy  has  the  advantage 
of  making  possible  the  making  of  replacements  at  most 
advantageous  times  and  of  maintaining  a  stable  rate  of 
dividends;  but  there  is  no  assurance  that  a  fund  pre- 
cisely the  amount  of  the  accrued  depreciation  would  be 
required  to  serve  these  purposes,  and  the  policy  has  the 
disadvantage  of  involving  the  company  largely  in  afifairs 
outside  the  realm  in  which  its  managers  are  presumably 
most  efficient.  In  practice,  however,  a  combination  of 
these  first  two  policies  is  usually  found  desirable.  But 
the  third  policy  is  not  ordinarily  precluded  by  law  or 
public  service  commission  ruling.  Where  no  contin- 
gencies need  be  provided  against,  where  instability  of 
dividends  is  not  deemed  probable  or  undesirable,  where 
increase  of  operating  facilities  is  not  called  for,  a  frank 
division  of  such  part  of  the  original  investment  as  proved 
to  be  no  longer  necessary  would  be  the  appropriate 
policy.  The  requirement  of  the  depreciation  reserve 
merely  ensures  that  such  reduction  shall  take  place 
openly  and  in  due  form  rather  than  surreptitiously  or  in 
ignorance.  Control  to  this  extent  of  the  financial  poli- 
cies of  the  companies  affected  is  today,  in  the  view  of 
many  observers,  far  from  inexpedient.  And  the  slight 
adoption  of  this  alternative  is  to  be  regarded  as  indica- 
ting not  the  compulsory  adoption  of  one  of  the  others, 
but  their  greater  profitableness. 

Three  alternatives  are  similarly  present  in  the  case  of 
a  company  which  has  not  heretofore  taken  account  of 
depreciation.  Additions  beyond  mere  replacements  may 
at  once  or  gradually  be  made  to  plant  and  equipment 
until  the  net  investment  equals  the  amount  originally 
carried.  Or,  funds  may  be  segregated,  at  once  or  gradu- 
ally out  of  earnings,  to  constitute  an  income-yielding 


Digitized  by  LjOOQ IC 


DEPRECIATION  AND  BATE  CONTROL  377 

depreciation  fund.  Or^  the  par  value  of  capital  stock 
or  the  stated  surplus  may  be  reduced,  or  the  deficit  figure 
increased,  by  the  amount  of  the  depreciation  reserve,  so 
that  the  "  net  proprietorship  "  figure  will  correspond  to 
the  actual  amount  of  the  investment.  Business  condi- 
tions, in  themain,  will  determine  which  is  the  best  proced- 
ure in  each  concrete  case.  Public  service  commissions 
may  well  be  wary  of  lajring  down  precise  regulations  as 
to  the  method  to  be  adopted,  provided  the  result  be 
secured;  but  the  mere  requirement  of  recognizing  the 
fact  of  past  depreciation  and  taking  it  into  account 
involves  no  burdensome  or  inexpedient  control  of  finan- 
cial policies  of  the  companies  concerned. 
To  conclude: 

1.  The  requirement  of  an  allowance  for  depreciation 
is  necessary  in  order  to  state  with  an  approach  to  accu- 
racy the  "  present  value  ^*  of  or  the  present  "  amount 
of  the  investment  "  in  a  physical  plant. 

2.  Such  requirement,  tho  affecting  companies  which 
had  deemed  no  such  allowance  necessary,  involves  no 
injustice  to  particular  companies,  while  the  absence  of 
such  requirement  when  m^ddng  valuations  for  purposes 
of  rate  regulation  would  lead  to  unequal  treatment  of 
companies  which  had  pursued  different  policies. 

3.  The  presumption  in  favor  of  the  expediency  of 
such  a  requirement,  raised  by  the  foregoing  facts  and 
by  the  fiuther  circmnstance  that  such  "  cost-keeping  " 
tends  to  promote  more  intelligent  conduct  of  the  enter- 
prise, is  not  overthrown  by  the  appearance  of  any  con- 
sequent inexpedient  restrictions  on  financial  policies. 

Or,  restated  in  a  form  comparable  with  that  of  Pro- 
fessor Young,  these  conclusions  would  be: 

1.  If  depreciation  charges  have  not  been  required  by 
public  authority,  it  cannot  be  assumed  that  the  proprie- 
tors of  a  large  public  service  undertaking  should  have 
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accumulated  a  reserve  for  accrued  depreciation  or  a  de- 
preciation fund  of  the  same  amount. 

2.  The  absence  of  such  a  reserve  means,  however, 
that  the  value  of  the  physical  plant  is  by  so  much  over- 
stated, and  indicates  that,  unless  an  equivalent  amount 
of  earnings  has  been  applied  to  extensions  of  plant  with- 
out ''  charging  to  capital "  or  has  been  invested  in  other 
property  or  has  been  expended  in  building  up  immaterial 
assets  which  do  not  appear  on  the  balance  sheet,  part  of 
the  principal  of  the  investment  has,  whether  intention- 
ally or  otherwise,  been  returned  to  the  proprietors. 

3.  It  is  proper,  just,  and  expedient  that  in  valuation 
for  purposes  of  rate  control  account  should  be  taken  of 
depreciation  of  the  physical  plant,  regardless  of  the  need 
or  lack  of  need  for  a  depreciation  fund,  and  regardless 
of  the  actual  or  hypothetical  expectations  of  the  pro- 
prietors as  to  the  necessity  of  reckoning  with  deprecia- 
tion by  means  of  the  depreciation  reserve  or  otherwise. 

Joseph  S.  Davis. 

Harvabd  Univebsitt. 


A  REPLY 


I  had  not  expected  that  my  conclusions  on  the  rela- 
tion of  depreciation  and  rate  control,  challenging  gener- 
ally received  opinion  as  they  do,  would  meet  with  easy 
acceptance.  I  am  grateful  to  Mr.  Davis  for  having 
cogently  formulated  some  of  the  objections  —  the  more 
weighty  ones,  I  imagine  —  that  may  seem  to  count 
against  my  thesis.  The  right  solution  of  the  problem 
is  a  matter  of  great  practical  consequence,  and  discus- 
sion which,  like  Mr.  Davis's,  helps  to  define  and  narrow 
the  issues,  contributes  toward  that  end. 
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We  are  agreed  upon  some  points.  It  is  admitted  that 
it  is  not  necessary  for  midertakings  with  large  and  varied 
properties  to  acciunnlate  a  ''  reserve  for  accrued  depre- 
ciation "  in  order  to  provide  for  replacements.  It  is 
further  admitted  that  in  the  valuation  of  the  properties 
of  such  companies  for  the  purpose  of  rate  control  the 
usual  deduction  for  depreciation  cannot  be  justified  by 
appealing  to  the  alleged  necessity  of  providing  in  ad- 
vance for  renewals.  But  it  is  upon  precisely  that  fal- 
lacious ground,  and  in  most  cases  upon  that  ground  only, 
that  commissions  and  courts  have  based  their  rulings 
that  depreciation  must  be  deducted  in  such  valuations. 
Are  these  findings  to  be  approved  in  spite  of  their  ad- 
mittedly faulty  premises  ?  At  this  point  Mr.  Davis 
and  myself  part  company.  I  see  no  principles  on  which 
the  deduction  for  depreciation  can  be  definitely  justified 
in  the  case  of  the  valuation  of  the  properties  of  a  com- 
pany which  has  not  accumulated  a  depreciation  reserve. 
Mr.  Davis  thinks  that  there  are  such  principles,  even 
tho  overlooked  by  conmiissions  and  courts,  and  attempts 
to  formulate  them. 

But  before  proceeding  to  the  discussion  of  the  real 
issue,  I  must  first  enter  a  protest  against  Mr.  Davis's 
interpretation  of  part  of  my  argument.  In  view  of  the 
fact  (on  which  we  agree)  that  when  annual  replacement 
needs  are  fairly  uniform  there  is  no  need  to  provide  a 
fund  for  them  in  advance,  I  spoke  of  the  reserve  for 
accrued  depreciation  as  ^'  useless  for  replacement  pur- 
poses." Mr.  Davis  fears  that  I  have  confused  the  de- 
preciation reserve  with  "  a  thing  essentially  different,  — 
namely  a  segregated  fund  of  particular  assets,  cash,  se- 
curities, or  what  not,  which  may  be  drawn  upon  to  meet 
ordinary  or  extraordinary  repairs,  renewals,  and  replace- 
ments." Now,  I  have  no  fault  to  find  with  the  exposi- 
tion of  elementary  accounting  practice  which  Mr.  Davis 
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introduces  at  this  point.  But  I  cannot  understand  how 
Mr.  Davis  has  convinced  himself  that  I  fell  into  the 
error  in  question.  A  reserve  of  the  kind  under  discus- 
sion is  built  up  by  credits  of  depreciation  accruals  and 
depleted  by  debits  for  replacements.  Itself  a  liability 
account,  its  effect  is  to  hold  a  corresponding  amount  of 
(unspecified)  assets  in  the  business  and  to  prevent  their 
distribution  except  at  the  expense  of  an  equivalent  dim- 
inution in  stated  liabilities.  Only  as  replacements  are 
made  are  these  assets  released.  And  so  far  as  the  re- 
serve is  permanent  such  assets  cannot  be  released  in 
exchange  for  replacements.  To  say  that  the  reserve 
"  cannot  be  used  for  replacement  purposes  "  avoids 
much  circmnlocution  and  should  mislead  no  one.  To 
use  a  depreciation  reserve  for  replacements  is  just  as 
commonplace  a  feat  as  to  "pay dividends  out  of  profits.'* 

One  assertion  which  Mr.  Davis  makes  in  this  connec- 
tion is,  I  think,  a  little  too  strongly  put.  He  says: 
"  The  depreciation  reserve  proper  has  nothing  whatever 
to  do  with  ability  to  make  expenditures  for  replacements 
or  renewals,  regular  or  irregular,  except  in  so  far  as  it 
may  insure  more  comprehensive  knowledge  of  the  plant 
and  thereby  facilitate  intelligent  prevision  of  futxu^ 
needs  for  such  piuposes." 

Now,  of  course,  the  existence  of  a  depreciation  reserve 
does  not  insm^  the  existence  of  a  body  of  "  idle  cash  " 
or  of  easily  convertible  assets  held  against  possible  re- 
placement needs.  But  it  does  make  it  certain  that  all 
needed  replacements  up  to  the  amount  of  the  reserve  may 
be  made  without  either  cutting  into  surplus  or  increas- 
ing the  deficit  for  the  year.  In  practice  the  reserve  for 
the  depreciation  of  large  and  varied  properties  becomes 
much  larger  than  can  be  "  used  ''  in  this  way  for  replace- 
ments, and  to  this  extent  is  "  imnecessary  "  for  replace- 
ment purposes. 
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I  must  repeat  a  statement  which  Mr.  Davis  quotes 
from  my  paper:  "  Altho  no  investment  of  a  separate 
depreciation  fund  is  required  [by  the  Interstate  Com- 
merce Commission],  yet  the  writing  down  of  the  capital 
assets  by  the  amount  of  the  '  accrued  depreciation ' 
means  in  the  long  run  either  that  other  assets  have  to 
be  larger  in  amount  than  they  otherwise  would  have 
been  or  that  liabilities  have  to  be  smaller.  Usually  the 
growth  of  the  reserve  for  accrued  depreciation  means  in 
practice  that  additional  permanent  investments  are  be- 
ing made  out  of  earnings."  This  statement  is,  I  think, 
both  accurate  and  perfectly  general.  It  covers  the 
three  methods  of  handling  the  matter  which  Mr.  Davis 
particularizes. 

Mr.  Davis  probes  much  deeper,  it  seems  to  me,  when 
he  questions  my  use  of  the  term  "  productive  efficiency." 
My  argument  made  some  use  of  the  assumption  that  a 
properly  maintained  plant  in  a  state  of  normal  deprecia- 
tion would  yet  be  in  a  condition  of  substantially  unim- 
paired productive  efficiency.  Mr.  Davis  formulates  his 
objection  to  this  in  two  ways.  In  the  first  place,  he 
suggests,  the  value  of  a  plant  depends  upon  its  store  of 
productive  efficiency,  and  this  involves  the  aggregate 
expectation  of  life  of  the  various  parts  of  the  plant. 
This  store  of  productive  efficiency  is  less  for  a  normally 
depreciated  plant  than  for  a  new  one.  In  the  second 
place,  productive  efficiency,  adequately  interpreted, 
"  must  have  reference  to  the  relation  between  the  out- 
put and  the  total  cost  of  producing  it."  When  renewals 
have  reached  their  normal  level  their  annual  cost  will 
be  greater  than  in  a  new  plant.  A  plant  requiring  larger 
annual  maintenance  expenditures  per  imit  of  product 
than  a  new  plant  would  (in  the  inunediate  future)  can- 
not properly  be  said  to  be  in  a  state  of  imimpaired  pro- 
ductive efficiency. 
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The  facts  in  the  case  are,  of  course,  quite  as  Mr. 
Davis  suggests.  And  very  likely  his  use  of  the  term 
"  productive  efficiency  "  is  better  than  mine.  Taking 
all  the  factors  in  the  situation  into  account  the  produc- 
tive efficiency  of  a  new  plant  is  more  than  that  of  an 
older  one.  My  statement,  it  will  be  observed,  was  care- 
fully qualified.  The  productive  efficiency  of  an  old 
plant,  properly  maintainedy  is  usually  equal  to  that  of  a 
new  one  similarly  constituted.  That  is,  from  the  fac- 
tors which  may  be  said  really  to  determine  productive 
efficiency  I  put  aside  maintenance  and  made  of  it  an 
independently  given  magnitude.  But  my  argument 
took  full  account  of  the  fact  that  replacement  costs  are 
lower  during  the  early  years  of  a  plant's  life,  before  it 
has  reached  a  state  of  normal  average  depreciation. 
Mr.  Davis  means  one  thing  by  "  productive  efficiency," 
while  I  mean  another.     But  we  see  the  same  facts. 

If  the  difference  between  us  at  this  point  were  purely 
verbal,  —  if  Mr.  Davis  merely  preferred  to  give  a  name 
to  A,  B,  and  C  which  I  had  used  for  A  and  B,  —  it 
would  hardly  be  profitable  to  piu^ue  the  matter  further. 
But  to  Mr.  Davis  the  higher  operating  costs  of  the 
"  depreciated  "  plant  or  its  smaller  store  of  productive 
life  (both  formulations  come  to  the  same  thing)  is  a 
sufficient  reason  for  reducing  it^  valuation  for  rate  regu- 
lation. His  conclusion  depends,  however,  upon  a  point 
of  view  which  I  believe  to  be  imtenable.  It  involves, 
more  particularly,  a  questionable  theory  of  the  general 
nature  and  meaning  of  public  valuation. 

'*  The  relative  values  of  different  capital  goods,"  says 
Mr.  Davis,  "  are  determined  by  the  relative  amounts  of 
productive  power  they  contain."  And  he  believes  that 
"  this  productive  power  is  the  normal  and  proper  crite- 
rion of  the  value  of  the  physical  plant,  as  for  any  unit  or 
group  of  capital  goods."     With  certain  minor  qualifi- 
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cations  I  should  concede  this,  if  the  '^  value ''  wanted 
were  selling  value  in  a  supposedly  open  market.  Under 
certain  conditions  of  expressed  or  implicit  contract  with 
the  government,  relative  productive  efficiency  (in  Mr. 
Davis^s  inclusive  use  of  the  term)  might  properly  be  the 
dominating  criterion  of  the  price  to  be  paid  by  the 
government  in  taking  over  a  public  service  plant.  But 
valuation  for  rate  control  is  a  very  different  matter. 

There  is  no  better  word  than  value  to  denote  the  goal 
sought  in  the  "  valuation  "  of  public  service  properties. 
It  has  the  necessary  amount  of  elasticity  and  it  gives 
the  proper  suggestion  of  an  ethical  element  in  the  prob- 
lem, —  of  justice  to  be  attained  and  apportioned.  But 
it  is  value  for  a  particular  purpose;  not  the  market 
value  of  the  economists,  nor  value  even  as  defined  in 
President  Hadley's  well-considered  phrase,  "  what  price 
ought  to  be,''  but  value  in  the  special  sense  of  a  capital 
sum  on  which  a  fair  rate  of  retiu*n  is  to  be  conceded. 
The  word  value  is  here  used  as  setting  a  problem,  not 
as  solving  one.  And  one  cannot  safely  attempt  to  solve 
the  problem  by  applying  principles  derived  from  one 
specific  use  of  the  word.  "  Value  "  is  nothing  to  con- 
jure with.     It  has  to  be  carefully  sought. 

No  conunission  or  court  has  ever  given  a  set  of  hard 
and  fast  rules  by  which  we  might  definitely  determine 
the  value  it  would  impute  to  a  particular  plant.  But 
we  do  know  that  no  such  body  has  ever  made  produc- 
tive power  or  futiu'e  earning  capacity  the  fundamental 
criterion  in  such  matters.  Nor  have  commissions  or 
courts  attempted  to  make  value  a  Janus-faced  thing, 
looking  both  to  the  future  and  the  past.  Not  that 
forward-looking  considerations  always  have  been  thrown 
aside,  but  rather  that  emphasis  has  been  placed  on  the 
retrospective  view.  Cost,  investment,  sacrifice,  —  these 
are  the  controlling  factors.     Otherwise  such  items  as 
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'^  the  cost  of  establishing  the  business/'  '^  interest  dur- 
ing construction/'  and  the  like,  become  unintelligible. 
I  cannot  ask  for  space  to  develop  this  contention  at  this 
time — it  would  necessitate  a  review  of  the  whole  general 
theory  of  valuation — but  its  soundness  will  be  admitted 
by  all  conversant  with  the  matter.  What  I  called  the 
"  investment  entitled  to  a  return  "  may  not  be  the  only 
factor  in  valuation,  but  it  is  easily  the  dominant  one. 

A  possible  rejoinder  to  all  this  is  that  the  appeal  to 
authority  is  inconclusive  when  it  comes  from  one  who 
is  questioning  the  soundness  of  the  findings  of  that 
same  authority  in  one  very  important  detail.  But 
altho  I  believe  that  my  thesis  might  derive  convincing 
supports  from  general  considerations  of  equity,  the 
matter  cannot  now  be  pursued  that  far.  It  is  sufficient 
to  show  that  the  treatment  of  the  depreciation  problem 
by  courts  and  commissions  has  been  inconsistent  with 
the  general  principles  of  valuation  which  they  them- 
selves have  adopted. 

If  investment  is  the  ruling  factor,  Mr.  Davis's  em- 
phasis upon  the  "  store  of  productive  efficiency  "  is  mis- 
placed. The  question  is  not  whether  a  plant  in  a  state 
of  normal  depreciation  is  as  ''  valuable  "  for  productive 
piuposes  as  a  new  one.  It  is  merely  whether  there  is 
a  reasonable  presumption  that  the  lower  operating  costs 
in  the  first  years  of  a  plant  which  does  not  accumulate 
a  depreciation  reserve  involve  a  virtual  return  of  part 
of  the  investment  to  its  proprietors.  I  see  no  way  of 
getting  at  the  matter  except  by  weighing  the  probability 
that  these  lower  operating  expenses  were  taken  into 
account  in  determining  the  amount  of  the  investment 
and  the  level  of  rates. 

Mr.  Davis  holds  that ''  it  is  not  safe  to  presume  that 
if  an  allowance  for  depreciation  had  been  required  from 
the  outset  investments  would  not  have  been  made  or 
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would  have  been  smaller/'  But  is  it  safe  to  presume 
that  such  a  requirement  would  have  made  no  difference 
to  investors  ?  There  is,  of  course,  no  evidence  which 
directly  bears  on  this  point.  But  there  is  food  for 
thought  in  some  statistics  gathered  in  1897  and  1898 
by  the  Commissioner  of  Labor.^  For  each  of  eighteen 
groups  in  which  375  privately-owned  waterworks  were 
classified  (on  the  basis  of  size)  it  appeared  that  the  aver- 
age cost  of  production  per  unit  of  product  (including 
an  allowance  for  interest)  was  more  than  the  average 
price  charged  for  the  water  sold.  A  similar  condition 
was  found  in  seven  of  the  eleven  groups  into  which 
344  privately-owned  gas  plants  were  classified.*  ''  The 
explanation  of  these  re^ts/'  says  the  editor  of  the 
tables,  ^'  may  be  found  in  the  fact  that  depreciation, 
which  is  here  included  in  the  cost  of  production,  is,  as  a 
rule,  not  considered  by  the  plants  themselves  as  an 
actual  charge  against  cost,  and  that  prices  are  conse- 
quently based  on  cost  exclusive  of  this  element." 

That  these  figures  are  accurate  in  detail  is  not  to  be 
expected.  But  the  general  conclusion  to  which  they 
point  seems  to  me  unmistakable.  For  many  years  most 
public  service  companies  failed  to  charge  to  operating 
costs  all  of  the  items  which,  under  present  rulings,  they 
are  entitled  to  charge.  But  their  policy  was  in  line  with 
what  was  current  business  practice  and  found  support  in 
court  decisions.  Part,  at  least,  of  the  immediate  saving 
went  to  the  public  in  the  form  of  larger  facilities  or  lower 
rates.  And  yet  we  are  asked  lightly  to  assume  that  all 
of  it  went  back  into  the  pockets  of  the  proprietors. 

Because  a  property  administered  with  a  view  to  con- 
tinuous operation  has  reached  that  normal  state  where 

1  Water,  Gas,  and  Eleetrio-Llght  Plants  under  Private  and  Municipal  Ownership 
Fourteenth  Annual  Report  of  the  Comminioner  of  Labor  (18M).  See  eepeoiaUy  pp. 
42, 43, 896, 397. 

*  Comparable  figuree  were  not  given  for  electiio-light  planta. 
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it  is  about ''  half  worn  out/'  it  does  not  follow  that  half 
of  the  investment,  or  any  part  of  it,  even,  has  been  re- 
tiuned  to  the  stockholders  —  and  that  whether  their 
profits  have  been  high  or  low.  Mr.  Davis's  adherence 
to  the  necessarily  arbitrary  categories  of  accounting 
seems  to  blind  him  to  this  simple  fact.  When  he  says 
that  to  write  down  the  values  of  present  properties 
for  past  depreciation  involves  "  no  regulation  of  past 
actions  or  profits  "  he  fails  to  weigh  the  real  effect  of 
this  procedure  upon  a  company  which  made  its  invest- 
ment and  adjusted  its  whole  business  policy  in  accord- 
ance with  the  admittedly  reasonable  supposition  that 
operating  expenses  need  not  be  charged  with  any  bur- 
den for  the  upkeep  of  capital  beyond  the  cost  of  proper 
repairs  and  renewals.  To  write  down  the  properties  of 
such  a  company  for  depreciation  is  to  adjudge  that  past 
profits  have  contained  or  should  have  contained  an 
element  representing  the  return  of  part  of  the  invest- 
ment. And  when  he  goes  so  far  as  to  say,  "  the  investors 
are  not  required  to  disgorge  the  sums  they  received  in 
the  false  guise  of  profits;  they  are  not  required  to  return 
the  profits  actually  secured  for  years  when  rates  were 
allowed  to  remain  at  a  level  to  yield  normal  income  on 
a  capital  sum  higher  than  the  actual  investment/'  he 
openly  begs  the  whole  question  at  issue. 

Mr.  Davis  raises  the  problem  of  the  proper  valuation 
of  two  similar  plants,  one  of  which  has  regularly  charged 
depreciation  to  operating  expenses,  while  the  other  has 
not.  The  answer  is,  of  course,  that  there  is  a  reasonable 
piiesumption  that  one  plant  has  adjusted  its  investment, 
its  service,  and  its  rates  to  a  higher  scale  of  operating 
expenses  than  the  other.  That  is,  there  is  a  presump- 
tion that  one  company  has  collected  or  planned  to 
collect  in  rates  enough  to  repay  part  of  its  investment. 
Depreciation  might  fairly  be  deducted  from  the  valua- 
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tion  of  one,  but  not  from  that  of  the  other.  The  prob- 
lem is,  of  course,  largely  hypothetical.  It  could  not 
arise  in  the  case  of  railroads,  and  but  infrequently  in 
that  of  public  utilities. 

Let  me  repeat  again  that  the  general  question  of  the 
justification  of  the  deduction  for  depreciation  is  one  to 
which  a  categorical  answer  is  impossible.  The  concrete 
facts  in  the  history  of  a  business  do  not  fall  easily  into 
the  rigid  concepts  of  modern  accounting.  Viewed  re- 
trospectively, there  is  no  sharp  line  between  principal 
and  interest,  between  investment  and  return.  Money 
is  expended  in  building  a  plant.  More  money  is  ex- 
pended in  operating  it.  All  proper  renewals  are  pro- 
vided for  in  operating  expenses.  For  the  period  in 
question,  the  present  accounting  scheme  with  its  regular 
charges  for  depreciation  is  neither  compulsory  nor  in 
customary  use.  An  annual  money  income  is  received, 
in  excess  of  operating  expenditiu*es.  How  much  shall 
be  called  net  profit  ?  How  much  shall  be  counted  as 
repayment  of  principal  ?  Is  there  any  definite  reason 
to  hold  that  any  part  of  the  investment  has  been  re- 
pocketed  ?  The  question  itself  is  an  artificial  one, 
forced  upon  us  as  part  of  the  practical  problem  of  regu- 
lation. There  is,  of  course,  a  doubt  to  be  resolved.  But 
I  have  tried  to  show  that  there  is  a  reasonable  presumjh 
tion  that  under  the  conditions  stated  it  would  be  unjust 
to  refuse  to  allow  the  company  to  charge  rates  that 
would  give  a  fair  return  on  the  imdepreciated  value  of 
its  properties. 

Mr.  Davis's  criticism  misses  the  mark  because  it  fails 
to  deal  with  the  f  imdamental  ground  on  which  I  based 
my  conclusion  that  there  is  such  a  general  presumption. 
I  see  no  reason  to  modify  that  conclusion. 

Alltn  a.  Young. 

COBNBIX  UniTBBSITT. 
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A  REJOINDER 

I  REGRET  to  have  misconstrued  Professor  Young's 
language  respecting  the  uselessness  of  the  depreciation 
reserve.     I  think  I  am  right,  however,  in  crediting  him 
with  holding  that  to  accumulate  such  a  reserve  need- 
lessly keeps  in  the  business  assets  which  might  be  dis- 
tributed to  the  stockholders,  and  that  the  reserve  is 
used  for  replacements  and  is  useless  if  it  will  at  no  time 
be  entirely  exhausted  by  replacements.     Such  a  view, 
I  am  clear,  involves  an  erroneous  conception  of  this 
reserve.      Assummg  that  depreciation  of  a  physical 
plant  is  an  inescapable  economic  fact,  despite  the  ut- 
most assiduity  in  keeping  the  plant  in  proper  working 
condition  and  regardless  of  circmnstances  or  methods  of 
taking  the  fact  into  account,  a  reserve  for  accrued 
depreciation  which  approximates  the  actual  deprecia- 
tion is,  I  believe,  corresponded  to  by  no  real  assets  and 
does  not  represent  ''  an  additional,  permanent,  and 
compulsory  investment  in  the  business  to  take  the  place 
of  the  amoimt  of  the  investment  written  ofif  for  depre- 
ciation "  (p.  648).     It  is  simply  an  accounting  device  to 
measure  the  amount  by  which  the  value  figure  for  plant, 
on  the  balance  sheet,  exceeds  the  actual  value,  as  nearly 
as  the  excess  can  be  estimated.     Tho  a  "  liabiUty  ac- 
count "  in  the  sense  of  being  a  credit  item,  it  is  a  mere 
"  offset,"  a  "  negative  reserve,"  and  is  to  be  sharply 
distinguished  from  those  reserves  which  are  segregated 
parts  of  the  siuplus  and  are  corresponded  to  by  equiva- 
lent amounts  of  specified  or  imspecified  assets,  in  reality 
as  well  as  on  the  balance  sheet;  just  as  a  deficit,  often 
listed  among  the  assets,  is  to  be  sharply  distinguished 
from  items  which  represent  actual  assets.      Such  a 
reserve  is  merely  a  record  of  fact,  altho,  since  the  fact  — 
the  amount  of  depreciation  —  cannot  be  ascertained 
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with  precision,  the  record  is,  like  many  records,  only  an 
approximation  to  the  truth.  And  Professor  Young 
seems  to  me  to  argue  beside  the  point  when  he  endeavors 
to  show  "  the  fallacy  in  the  view  that  the  '  reserve  for 
accrued  depreciation  '  is  a  necessary  record  of  fact,"  by 
pointing  out  that  replacement  requirements  do  not 
necessitate  an  advance  accumulation  of  a  ''  fund  "  that 
will  amount  to  much  more  than  the  annual  cost  of  such 
replacements  (pp.  650-651).  As  I  pointed  out  in  my 
criticism,  the  keeping  of  such  a  reserve  does  not  hold 
in  the  business  assets  which  might  otherwise  be  dis- 
tributed to  stockholders,  tho  by  preventing  liquidated 
capital  from  masquerading  as  profits  it  may  restrict 
ordinary  dividends.  The  reserve  is  typically  and  prop- 
erly reduced  when  property  is  retired  (by  the  accrued 
depreciation  on  the  item  retired),  the  reduction  going  to 
offset  the  writing  down  of  the  plant  accoimt  by  the  cost 
of  the  property  retired.  Far  from  releasing  assets  for 
distribution  to  stockholders,  the  making  of  replacements 
involves  locking  up,  in  more  or  less  fixed  capital,  liquid 
assets  already  in  the  business  or  brought  into  the  busi- 
ness for  the  purpose.  The  abiUty  to  make  replacements 
depends  on  the  amount  of  such  liquid  assets  available 
or  obtainable;  it  is  less  in  times  of  financial  depression 
than  in  other  times,  it  is  greater  for  companies  which 
make  a  pohcy  of  keeping  against  such  contingencies  an 
amount  of  liquid  assets  largely  in  excess  of  ordinary 
needs.  The  proper  keeping  of  this  reserve  accoimt 
does  indeed  eliminate  from  the  profit  and  loss  accoimt 
all  variations  due  to  the  circumstance  that  replacements 
are  not  even  normally  made  with  entire  regularity. 
But  I  see  no  reason  to  modify  my  conclusion  that  the 
ability  to  make  replacements  or  renewals  is  not  affected 
by  the  keeping  of  this  account.  Granted  that  the  re- 
serve for  accrued  depreciation  wUl  never  be  "  used  up  " 
as  replacements  are  made,  what  of  it  ? 
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This  matter  is,  I  believe,  intimately  related  to  the 
question  of  impairment  of  investment  and  the  reality  of 
stated  profits.  If  a  large  and  varied  physical  plant, 
like  each  of  its  several  elements,  actually  depreciates 
and  the  reserve  for  accrued  depreciation  represents  no 
real  assets,  figures  showing  the  total  outlays  for  the 
present  plant  cannot  correctly  represent  the  present 
amount  of  the  investment  in  it;  and,  if  a  reserve  for 
accrued  depreciation  is  lacking  or  inadequate,  any  sur- 
plus shown  is  in  part  spiu^ious  —  corresponded  to  by  no 
real  assets  in  the  business  —  while  if  no  surplus  is 
shown,  something  in  addition  to  genuine  profits  has 
been  distributed  to  stockholders,  or  else  losses  have 
directly  impaired  the  investment.  I  had  understood 
from  his  original  article  that  Professor  Young  would 
deny  the  depreciation  and  maintain  that,  provided 
repairs  and  replacements  were  made  as  needed  to  keep 
the  plant  in  good  working  order,  the  investment  "  in 
every  real  sense  "  remained  intact  (p.  651).  He  now 
admits,  however,  comparing  an  old  plant  with  a  new  one 
of  similar  make-up,  (1)  that  the  older  embodies  a  smaller 
store  of  productive  power,  *  (2)  that  outlays  for  needed 
repairs  and  replacements  will  be  larger  for  the  old  than 
for  the  new  (till  the  new  one  has  reached  the  stage  of 
normal  average  depreciation),  (3)  that  accordingly,  in 
an  important  sense,  if  not  in  the  sense  he  prefers,  the 
productive  efl&ciency  of  the  new  one  is  greater,*  and  (4) 
that  whether  sold  at  forced  sale  or  changing  hands  as  a 
going  concern  in  good  condition  selling  prices  would  be 
different.  Perhaps  I  am  safe  in  assimiing,  therefore, 
that  we  agree  that,  from  most  standpoints,  the  present 

1  At  two  points  in  his  reply  (p.  382),  Professor  Young  imputes  to  me  the  use 
of  '*  produotive  efficiency  "  where  my  term  was  actually  "  productive  power." 

*  Of.  also  the  statement  in  his  original  article  (p.  652):  "  In  the  absence  of  such  a 
reserve  net  profits  for  the  time  being  would  of  course  have  been  higher  than  if  a  reserve 
had  been  accumulated." 
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amount  of  the  investment  is  not  indicated  by  the 
undepreciated  cost.  I  had  further  understood  him  to 
say  that  since,  ''  in  the  case  of  a  permanent  industrial 
investment  for  profit/'  there  is  no  clear  hne  between 
profits  and  repayment  of  principal,  we  must  rely  upon 
"  the  expectations,  plans,  and  estimates  of  the  proprie- 
tors in  order  to  estimate  what  may  properly  be  called 
net  income  "  (p.  652).  For  my  part  I  cannot  see  that 
the  question  of  fact,  —  what  were  profits  and  what 
were  not  ?  —  is  affected  at  all  by  what  the  proprietors 
may  have  thought.  Calling  a  sum  "  profits  "  does  not 
make  it  so,  whether  the  "  caller  "  be  promoter,  honest 
investor,  or  accountant.  A  line  exists  in  fdd  between 
profits  and  liquidated  capital,  altho  there  is  no  auto- 
matic earmarking  of  the  elements  of  gross  income;  and 
a  major  function  of  the  accountant,  with  all  his  ''  arbi- 
trary categories,"  is  to  make  the  line  displayed  on 
financial  statements  reflect  as  acciu'ately  as  possible  the 
invisible  line  which  exists  in  fact.  But  if  Professor 
Young  sees  these  facts  as  I  do,  much  of  my  criticism  was 
beside  the  point,  except  for  readers  who,  like  myself, 
misunderstood  his  language. 

Suppose,  then,  that  he  is  to  be  interpreted  throughout 
as  implying  the  phrase  "  for  purposes  of  rate  regulation,'' 
and,  conducting  his  argument  for  this  piupose  alone,  he 
would  argue  merely  that  depreciation  should  be  dia- 
regarded  if  proprietors  have  not  set  up  a  reserve  for  it, 
calculated  profits  should  be  treated  as  true  profits,  stated 
surplus  as  true  surplus,  and  the  investment  should  be 
rated  at  cost,  not  at  cost-less-depreciation.  This  would 
be  to  separate  sharply  the  question  of  justice  from  the 
question  of  economic  fact,  —  questions  which  I  have 
thought  Professor  Young  tended  to  confuse. 

Neglecting  for  the  moment  the  considerations  of 
justice,  the  expediency  of  such  action  is  gravely  to  be 
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questioned.  So  far  at  least  as  concerns  the  depreciable 
physical  plant  (and  this  element  alone  is  under  discus- 
sion)^ there  would  seem  to  be  distinct  disadvantages  in 
arriving  at  four  different  figures  for  its  value  in  a 
going  concern,  according  to  whether  the  valuation  has 
reference  to  transfer  between  private  parties,  purchase 
by  government,  regulation  of  seciurity  issues,  or  regula- 
tion of  rates.  The  "  fair  value  "  of  the  plant  of  a  going 
concern  should  mean  in  each  case,  I  believe,  the  nearest 
possible  approximation,  fixed  by  honest,  intelligent, 
careful  appraisal,  to  what  its  rating  would  be  in  a  vol- 
untary, imf orced  sale  of  the  entire  concern  in  a  period 
of  normal  business.^  Any  other  policy  certainly  makes 
against  consistent  action,  and  in  the  long  run,  I  believe, 
for  injustice.*  If  justice  requires,  it  is  not  difficult  to 
make  due  allowance  in  other  ways  for  losses,  abnormally 
low  real  profits,  or  what  not.* 

The  problem  of  justice  is  an  intricate  one.  I  am 
ready  to  admit  that  cases  may  be  found  where,  tho  the 
plant  investment  is  actually  less  than  its  net  book  value, 
well-managed  companies  have  seciu'ed  no  more  than  a 
normal  return  because  of  reliance  upon  an  assumption 
which,  however  erroneous,  was  fostered  by  court 
decisions  and  prevailing  business  standards;  and  that 
real  injustice  may  be  done  by  disregarding  these  facts 
entirely  when  rates  are  regulated.  Yet  I  cannot  think 
it  safe  now  to  presume  that  uncontrolled  public  service 

>  The  "  break-up  value  "  or  value  with  "  reference  to  a  possible  iiisolveneir  "  would 
of  course  be  different;  but  when  we  are  deaUng  with  a  going  oonoem  such  a  value  is 
potential,  hypothetical,  not  actual,  present,  and  need  not  be  considered. 

i  Here  is  implied,  obviously,  a  criticism  of  certain  court  and  commission  deoisiona. 
Since,  however,  coet-of-reproduction-lesB-depreciation  is  a  not  unusual  '*  basis  "  for 
valuing  a  physical  plant,  and  since  this  would  at  least  approximate  the  '*  fair  value  " 
as  I  regard  it,  my  view  is  by  no  means  revolutionary. 

•  For  example,  the  amount  of  the  loss  for  which  Justice  is  held  to  require  reimburse- 
ment may  be  made  a  deferred  charge  to  profit  and  loss,  and  for  the  time  being  rates  may 
be  fixed  which  yield  beyond  the  normal  return  on  the  present  investment  enough 
gradually  to  reduce  this  debit.  Less  satisfactorily,  the  sum  may  be  made  an  inde- 
pendent item  in  the  total  valuation. 
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companies  have  treated  the  public  better  than  if  a 
requirement  to  keep  depreciation  accounts  had  been  in 
force.  If  business  men  would  recognize  that  the  '^  sale 
value ''  of  an  old  plant  is  less  than  for  a  new  one  simi- 
larly constituted,  is  it  certain  that  they  would  think 
that  the  two  represent  the  same  amount  of  investment  ? 
Or  that  they  would  not  calculate  upon  large  returns  in 
early  years  which  could  be  used  in  part  for  extensions 
without  increasing  the  capital  stock  ?  Or  that  they 
would  expect  a  normal  rate  of  profit  measured  on  the 
gross  outlay  for  plant  ?  One  has  been  accustomed  to 
believe,  moreover,  that  before  public  regulation  came 
into  vogue  the  principle  of  monopoly  value  held  large 
sway  in  public  utility  properties;  and  if  monopolistic 
proprietors  really  fixed  lower  rates  because  they  had  not 
learned  to  allow  for  depreciation,  their  action  is  not  in 
accord  with  what  the  usual  expositions  of  economic 
theory  lead  us  to  expect.  Certainly  conmion  report  of 
stockwatering  episodes  and  of  fortunes  made  in  this 
field  does  not  predispose  one  to  look  upon  the  investors 
as  having  been  but  barely  remunerated  for  their 
investment. 

On  the  other  hand,  it  is  equally  difficult  to  argue  con- 
vincingly that  the  lack  of  the  depreciation  requirement 
has  made  no  difference  to  investors.  Abstract  reason- 
ing, it  seems  to  me,  cannot  establish  either  this  presump- 
tion or  the  other.  The  facts  are  not  clear.  Evidence 
should  be  presented  to  show  that,  in  the  main,  properly 
managed  public  service  companies  have  secured  (but 
not  necessarily  divided)  less  than  a  normal  rate  of 
profit  on  their  investment,  properly  valued.  Professor 
Young  offers  only  one  bit  of  evidence.  And  I  think  he 
adopts  too  hastily  the  interpretation  placed  by  the 
editor  (the  late  Carroll  D.  Wright?)  upon  the  data 
published  in  the  report  of  the  Commissioner  of  Labor 
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(1899).  No  figures  for  capital  stock,  surplus,  or  divi- 
dends were  shown  in  that  report.  The  depreciation 
allowance  for  the  year  which  was  included  in  cost  was 
a  highly  arbitrary  figure,  as  a  rule  merely  an  estimate 
by  the  official  who  made  out  the  retiu'ns;  the  companies 
themselves  did  not  use  the  figure,  and  a  cursory  study 
of  the  data  strongly  indicates  that  the  allowance,  which 
figured  very  heavily  in  the  sum  of  costs,  was  a  liberal 
one.  But  even  supposing  it  to  be  substantially  accu- 
rate, its  inclusion  in  the  yearns  costs  showed  merely 
that  the  net  profits  for  that  year  were  less  than  a  normal 
return  on  (he  total  ouUay  {undepreciated  cost)  for  con- 
struction and  improvements.  If  calculated  on  cost  less 
accrued  depreciation  the  showing  could  have  been  far 
different.  It  is  significant,  it  seems  to  me,  that  so 
many  companies  admitted  the  fact  of  depreciation  in 
that  year,  despite  proper  repairs  and  renewals,  even  tho 
they  did  not  make  a  practice  of  dealing  with  deprecia- 
tion in  their  accoimts.  Furthermore,  another  very 
plausible  interpretation  may  be  put  upon  the  fact  that, 
in  so  many  companies,  the  current  revenue  did  not 
exceed  costs  includmg  current  depreciation  by  an 
amount  sufficient  to  yield,  on  the  undepreciated  invest- 
ment, a  rate  of  return  even  equal  to  that  paid  on  its 
latest  bond  issue  by  the  cities  in  which  the  plants  were 
located.  That  interpretation  is,  that  the  companies 
did  not  consider  the  gross  ouUay  on  plant  to  represent 
the  principal  of  the  investment  on  which  they  figured 
their  rate  of  prolGit.  Has  it  not  been  true  that  most 
companies  which  have  not  ''  booked "  depreciation 
have  paid  for  extensions  and  inprovements  out  of  earn- 
ings, and  either  have  not  included  the  cost  of  these  in 
their  figures  for  plant  value,  or  while  so  including  them 
have  built  up  a  correspondingly  large  (nominal)  surplus  ? 
In  either  case,  dividends  would  be  measured  on  the 
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original  capital,  or  on  capital  stock  more  or  less  arbi- 
trarily issued,  and  no  obvious  figure  would  show  the 
rate  of  yield  upon  what  they  considered  the  investment 
entitled  to  return.  I  suspect  that  many  public  service 
companies  would  be  greatly  surprised  and  delighted  if 
rates  were  revised  to  yield  a  "  normal  return  "  on  the 
undepreciated  outlays  on  their  plant  and  improvements. 
In  short,  on  the  question  of  justice  which  I  now  under- 
stand him  to  regard  as  central,  I  regard  Professor 
Young's  reasoning  as  still  inconclusive,  and  his  recom- 
mendation based  on  that  reasoning  as  still  unacceptable. 

Joseph  S.  Davis. 


CONCLUDING   COMMENTS 

I  am  sorry  to  prolong  this  controversy,  but  Mr. 
Davis's  rejoinder  brings  the  difference  in  our  views  so 
nearly  to  a  point  that  I  must  attempt  to  complete  that 
task.  He  still  maintains  (1)  that  the  existence  of  a 
reserve  for  accrued  depreciation  has  no  bearing  upon 
ability  of  a  company  to  make  replacements,  and  (2) 
that  the  market  value  of  a  plant  is  what  should  be 
sought  in  valuation  for  purposes  of  rate  control. 

1.  To  Mr.  Davis  the  depreciation  reserve  is  merely  a 
record  of  fact  and  has  no  other  function,  while  I  am 
pragmatist  enough  to  insist  that  the  definition  of  fact 
must  itself  hinge  upon  some  specific  function  or  purpose 
of  the  reserve.  But  there  is  a  particular  fact  of  which 
Mr.  Davis  would  make  the  depreciation  reserve  a 
record,  and  that  is  the  diminution  of  the  market  value 
of  capital  assets  which  results  from  the  shrinkage  of 
their  aggregate  expectation  of  life.  Mr.  Davis  would 
not,  I  suppose,  question  the  fact  that  charges  for  the 
depreciation  of  fixed  capital  were  first  introduced  into 
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operating  costs  quite  as  much  to  assure  provision  for 
future  needs  as  to  record  the  diminution  of  capital 
values.  Nor  do  I  suppose  that  he  would  question  the 
statement  that  for  a  long  time  there  was  a  mistaken 
notion  that  in  practice  these  two  principles  of  deprecia- 
tion came  to  about  the  same  thing.  At  any  rate,  I  do 
not  find  in  standard  accoxmting  literature  any  clear 
recognition  of  the  fact  that  the  amount  of  depreciation 
to  be  charged  on  large  and  varied  properties  is  more  or 
less  according  as  one  principle  or  the  other  is  adopted. 
And  the  mistake  in  question  was  made  by  the  accoimt- 
ing  authorities  of  the  Interstate  Commerce  Commission 
ml907. 

The  theory  of  the  meaning  of  the  depreciation  reserve 
which  Mr.  Davis  holds  is  not  without  support,  but  it 
cannot  be  said  to  command  the  unanimous  approval  of 
accountants.  I  do  not,  however,  wish  now  to  question 
its  general  appropriateness,  and  have  already  said  that 
I  see  no  conclusive  reason  why  public  authorities  should 
not  compel  public  service  companies  to  accumulate  a 
reserve  against  depreciation  in  market  value.  But  I 
do  object  to  the  assumption  that  the  companies  should 
in  every  case  have  accumulated  that  particular  kind  of 
a  reserve  before  the  days  of  regulation. 

This  does  not  mean,  however,  that  outside  of  the 
group  of  enterprises  where  annual  replacements  can 
easily  be  made  from  annual  earnings  the  existence  of 
such  a  reserve  does  not  affect  ability  to  make  replace- 
ments. Mr.  Davis  holds  that  the  reserve  has  no  such 
bearing,  but  it  is  difficult  to  believe  that  he  is  seriously 
urging  considerations  which  he  thinks  of  practical  con- 
sequence. Surely  his  statement  that  "  the  keeping  of 
such  a  reserve  does  not  hold  in  the  business  assets  which 
might  otherwise  be  distributed  to  stockholders''  is 
quite  out  of  line  with  the  generally  candid  nature  of  his 
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able  argument.  Wiping  out  the  reserve  would  increase 
stated  profits  by  an  equivalent  amount  and  this  would 
permit  corresponding  dividends.  That  the  assets  thus 
released  might  not  be  in  a  form  for  immediate  distribu- 
tion or  conversion  is  a  matter  of  no  significance. 

The  matter  of  provision  for  replacements  is  entirely 
similar.  So  far  as  any  bearing  upon  the  general  prob- 
lem under  discussion  is  concerned,  it  matters  not  a  whit 
whether  that  part  of  gross  earnings  which  thb  inclusion 
of  depreciation  charges  in  operating  expenses  makes 
unavailable  for  distribution  to  stockholders  is  used  in 
building  up  a  segregated  body  of  quick  assets  or  is  put 
into  general  additions  and  betterments.  In  both  cases 
the  general  result  is  that  as  compared  with  liabilities 
(other  than  the  depreciation  reserve)  resources  are 
larger  than  they  otherwise  would  have  been.  In  each 
case  retirements  can  be  made  without  affecting  stated 
profits,  and  assets,  equal  in  amount  to  those  purchased 
with  earnings  set  aside  on  account  of  depreciation,  can 
be  converted  for  replacements.  If  these  additional 
assets  are  not  in  easily  convertible  form,  extraordinarily 
lai^  replacements  might  even  necessitate  borrowings; 
but  the  net  effect  on  the  balance  sheet  would  be  un- 
changed. By  "  ability  to  make  replacements ''  Mr. 
Davis  merely  means  the  convenience  and  (within 
narrow  limits)  the  economy  with  which  replacement 
needs  may  be  met.  But  the  important  thing  to  a  com- 
pany is  the  ability  to  retire  old  properties  and  replace 
them  with  new  without  affecting  its  degree  of  solvency 
as  shown  on  the  balance  sheet.  For  this  purpose  it  is 
immaterial  whether  the  property  set  aside  for  replace- 
ment purposes  is  segregated  or  is  scattered  among  the 
general  assets.  ^    In  this  sense  every  depreciation  reserve 

1  "  The  only  question  ae  to  the  wisdom  of  this  [latter]  policy  is  the  question  of  the 
arailabflitiy  of  the  fund,  that  is,  whether  in  ease  of  need  the  property  eould  be  quickly 
eonrerted  into  cash  so  as  to  be  put  to  its  intended  use."  —  W.  M.  Cole,  Aooounts; 
their  Coastruetion  and  Interpretation,  p.  80. 
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is  a  replacement  reserve,  and  so  far  as  such  a  reserve 
represents  a  permanent  accimiulation,  it  is  perfectly 
accurate  to  say  that  it  is  to  that  extent  "  useless  for 
replacement  purposes." 

2.  In  setting  up  the  market  value  of  the  plant  (not  of 
the  business)  as  the  amount  on  which  a  fair  return  is  to 
be  conceded,  Mr.  Davis  frankly  accepts  the  logical  con- 
sequence of  his  emphasis  on  the  correlation  between 
physical  depreciation  and  what  he  prefers  to  call  "  pro- 
ductive power."  Moreover,  he  frankly  rejects  the 
currently  received  principles  of  valuation,  and  it  may 
be  that  I  should  be  right  in  assuming  that  he  assents  to 
my  principal  thesis,  which  is  that  deductions  for  de- 
preciation in  public  service  valuations  are  at  variance 
with  the  general  principles  on  which  such  valuations 
now  seem  to  be  based. 

I  cannot  now  enter  into  a  discussion  of  the  general 
validity  of  the  market  value  standard  or  of  the  difference 
its  adoption  would  make  in  practice.  But  I  must  enter 
an  objection  to  Mr.  Davis's  identification  of  market 
value  and  investment.  One  is  a  matter  of  current 
imputation,  the  other  is  a  matter  of  the  interpretation 
of  historical  fact.  I  should  define  investment  as  the 
aggregate  money  sum  expended  in  creating  or  acquir- 
ing income-yielding  goods  or  rights,  minus  whatever 
part  of  it  may  be  properly  said  to  have  been  paid  back 
out  of  earnings.^  The  investment  in  a  piece  of  idle  real 
estate  is  merely  the  purchase  price  plus  carrying  charges ; 
it  is  that,  whether  its  market  value  has  doubled  or 
diminished  since  its  acquisition.  The  difficulty  in 
measuring  the  investment  in  public  service  plants 

1  Seoondaiy  and  derivative  meaningH  of  the  word  are  (1)  the  goods  or  aeouritiee  in 
which  the  money  is  invested  and  (2)  the  present  market  value  of  saoh  goods  or  seonrities. 
Not  all  the  investment  in  a  public  service  plant  may  be  entitled  to  a  return.  The 
investment  entitled  to  a  return  must  have  been  appropriate  and  (within  i 
limits)] 
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comes  from  the  practical  impossibility  of  drawing  a  line 
between  return  on  the  investment  and  return  of  the 
investment.  I  do  not  think  there  is  so  definite  a  line  of 
demarcation  as  Mr.  Davis  holds^  except  for  investments 
that  have  been  terminated  by  the  distribution  of  the 
assets. 

For  going  concerns  even  modem  accomiting  does  not 
really  attempt  accurately  to  define  annual  profits. 
Note,  for  example,  the  difference  in  its  treatment  of 
unrealized  depreciation  and  unrealized  appreciation. 
Agabi  I  submit  that  where  realized  depreciation  is 
normally  and  easily  met  out  of  operating  expenses  and 
where,  with  the  sanction  of  law  and  custom,  unrealized 
depreciation  in  market  value  has  not  been  charged  to 
operating  expenses,  it  is  by  no  means  a  demonstrable 
fact  that  this  imrealized  depreciation  has  nevertheless 
been  a  virtual  operating  expense.  Business  policies 
were  not  framed  with  reference  to  the  marketability  of 
capital  assets,  and  were  quite  properly  not  so  framed. 

From  Mr.  Davis's  discussion  of  the  probable  actual 
earnings  of  public  service  undertakings  in  the  past  I 
infer  that  the  difference  in  our  views  is  in  large  part  not 
so  much  a  matter  of  logic  as  of  our  very  different 
impressions  of  the  degree  of  success  which  has  attended 
the  average  undertaking.  I  impute  no  high  degree  of 
accuracy  to  the  statistics  in  the  Commissioner  of  Labor's 
Report.  But  I  am  inclined  to  give  more  weight  than 
Mr.  Davis  does  to  the  explanation  offered  by  the 
editor  of  the  tables  (presumably  Mr.  G.  W.  W.  Hanger) 
who  must  be  supposed  to  have  been  conversant  with 
the  various  limitations  of  the  figures.  Mr.  Davis's 
alternative  explanation  may  have  significance  for  a  few 
isolated  cases,  but  I  do  not  think  that  the  practice  of 
making  improvements  out  of  earnings  without  charging 
them  to  the  property  account  has  been  so  common 
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among  local  public  service  companies  as  he  supposes. 
It  is  easy  to  let  one's  impresaon  of  the  general  profit- 
ableness of  such  undertakings  be  derived  from  a  few 
conspicuously  successful  examples.  Looking  at  the 
general  run  of  the  cases  in  the  reports  of  state  com- 
missions, one's  impression  of  the  facts  is  not  far  out  of 
line  with  that  given  by  the  Commissioner  of  Labor's 
report.  The  theory  of  monopoly  price  has  no  bearing 
upon  the  matter,  for  that  theory  assumes  the  most 
important  variable  —  the  amount  of  the  investment  in 
fixed  capital  —  as  a  given  quantum. 

No  rules  of  rate  regulation  can  be  applied  without 
making  some  exceptions.  There  are  cases  where  the 
rigid  application  of  any  general  principles  would  have 
to  be  somewhat  tempered,  just  as  there  are  cases  where 
obvious  extortion  in  the  past  might  properly  be  taken 
into  account.  But  for  the  most  part  principles  for  the 
valuation  of  properties  which  were  installed  imder 
conditions  of  risk  taking,  and  sometimes  of  potential 
destructive  competition,  must  be  general  in  their  ap- 
plication. We  can  neither  penalize  past  success  nor 
make  compensation  for  past  failure.  Our  rules  must 
be  shaped  with  reference  to  the  normal  or  most  nu- 
merous cases.  I  suspect  that  it  is  possible  that  Mr. 
Davis  might  agree  with  me  in  upholding  Mr.  AUison's 
contention  if  he  shared  my  view  as  to  the  degree  in 
which  the  absence  of  depreciation  charges  has  tended  to 
increase  the  ratio  of  investment  to  gross  earnings  in  the 
case  of  the  average  public  service  company. 

Allyn  a.  Young. 
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THE  ECONOMIC  SYNTHESIS 

Ybabs  ago  Loria  expressed  his  dissatisfaction  with  the 
generalizations  which  economists  presented  as  scientific 
laws.  He  found  them  ''  nothing  more  than  more  or  less 
perfect  abstractions  from  transitory  phenomena,"  while 
that  which  he  sought  was  "  the  true  economic  law,  immu- 
table, independent  of  space  and  time,  and  therefore  filling  all 
the  requirements  of  a  scientific  law."  The  present  book  on 
the  Economic  Synthesis,^  which  he  describes  as  "  the  com- 
plement and  the  theoretic  crown  "  of  all  his  earlier  work, 
embodies  his  attempt  to  break  the  bonds  which  have  fettered 
other  writers.  "  TTie  Egyptian  statue,  rigid  in  its  outlines, 
and  with  the  hands  attached  to  the  knees,  was  succeeded  by 
the  Greek  statue,  animated  and  alive."  So  in  the  field  of 
economic  thought  the  author  believes  that  beyond  the 
imperfect  generalizations  of  his  predecessors  there  lies  "  a 
synthesis  scientific  and  positive  in  character,  at  once  static 
and  dynamic,"  and  this  synthesis  he  has  here  endeavored  to 
achieve. 

With  the  author's  aim  we  may  have  much  sympathy. 
Any  one  who  works  in  the  fields  both  of  economics  and  history 
must  gain  the  conviction  that,  on  the  one  side,  the  laws  of 
modem  economics  are  partial  and  very  fragmentary  state- 
ments of  the  whole  truth,  while  on  the  other  side  the  facts  of 
history  invite  generalizations  of  commanding  importance, 
which  promise  to  give  significance  to  the  minor  laws.  Fur- 
ther, it  seems  to  me  that  Loria  indicates  in  his  introduction 
the  only  right  way  toward  a  satisfactory  interpretation  of 

>  The  Eoonomio  Synthesifl.  A  Study  of  ihe  Laws  of  Inoome.  Tranilated  from 
the  Italian  by  M.  Eden  Paul.  New  York,  The  Maomillan  Company,  1914.  Pp.  zii, 
868.    $8. 
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economic  phenomena  in  their  historical  development  when 
he  presents  them  not  as  things  technical  and  apart,  but  as 
merely  special  aspects  of  a  complex  whole,  and  intelligible 
only  in  the  light  of  a  social  theory.  The  economists  may,  if 
they  please,  rail  at  the  sociologists,  but  they  should  recognise 
that  economics  is  meaningless  except  as  part  of  a  broader 
social  science.  So  great  indeed,  is  the  need  of  this  new 
science  of  society,  which  shall  cover  things  ethical,  legal, 
economic  and  political,  as  well  as  many  others,  and  which 
shaU  be  neither  a  collection  of  **  dessicated  anthropological 
anecdotes,"  to  borrow  H.  G.  Wells'  description,  nor  yet  a 
web  of  vague  abstractions,  that  contributions  to  it  should  be 
heartQy  encouraged,  and  should  be  judged  most  charitably. 
This  new  field  is  so  vast  and  difficult  that  pioneers  in  it  must 
inevitably  stray  and  stumble.  Yet  the  report  of  every 
explorer  will  be  of  service  if  it  narrates  truly  what  he  saw  in 
the  undiscovered  country,  and  describes  his  route  accurately, 
that  others  may  follow  it  and  make  it  the  starting  point  of 
fresh  investigation.  Leaving  the  metaphor,  the  scholar  who 
proposes  a  new  theory  of  social  development  must  be  an 
attentive  and  impartial  observer  of  fact,  and  must  be  logical 
in  his  generalization,  else  he  wastes  the  time  of  himself  and 
others.  Loria  appears  to  me,  in  his  handling  both  of  theoiy 
and  of  history,  to  fall  below  a  fair  standard  of  professional 
competence.  I  shaU  not  attempt  to  describe  or  to  criticize  the 
book  in  detail,  but  shall  seek  merely  to  indicate  some  of  the 
faults  which  make  it  not  worth  the  reading. 

As  Loria's  book  is  devoted  to  the  determination  of  "  The 
Laws  of  Licome  "  the  reader  wants,  first  of  all,  to  know  what 
the  author  means  by  income.  A  statement  on  page  29 
appears,  by  its  form  and  emphasis,  to  be  offered  as  a  defini- 
tion: "  the  surplus  product  of  coerdvely  associated  labor, 
after  there  has  been  subtracted  from  that  product  what  is 
required  for  the  redint^;ration  and  increase  of  the  subsis- 
tence of  the  laborers  and  of  the  technical  capital,  constitutes 
income.'*  Disregarding  for  the  present  that  element  of  the 
concept  which  restricts  it  to  a  certain  form  of  organizati<m 
("  coercive  association  ")  the  feature  which  strikes  one  most 
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is  the  division  of  the  social  product,  of  which  part  only  is  in- 
come. The  term  income,  as  used  by  Loria,  departs  in  its 
very  conception  from  the  conventional  idea  of  a  colorless 
mathematical  total;  it  has  a  social  significance,  it  suggests 
the  contrast  between  the  heaJti  possiderUes  and  the  rest  of  us. 
Now  let  us  admit,  candidly,  that  this  brings  to  the  forefront 
a  question  which  has  been  of  the  most  absorbing  interest  in 
all  ages.  Let  us  admit  fiurther  that  this  question  is  one  which 
conventional  economics  has  been  and  always  will  be  incom- 
petent to  solve.  Sympathize  as  we  may  with  Loria  in  his 
quest,  I  do  not  see  how  any  reader  of  the  book  can  feel  that 
he  has  done  more  than  to  pass  the  socialists  on  a  false  road, 
on  which  they  have  recently  been  retracing  their  steps. 
He  fails,  as  they  have  done,  to  distinguish  in  history  any 
influences  which  have  fixed  the  returns  to  laborers  at  a  point 
capable  of  precise  objective  definition.  He  does  not  even 
attempt  to  develop  a  theory  of  population,  to  supplement  the 
theory  of  land  monopoly  which  he  has  presented  in  earlier 
works.  His  definition  itself  wavers  in  the  face  of  facts. 
Subsistence  appears  first  as  "required,"  "necessary," 
"  bare  ";  it "  is  a  precise  quantity  ";  then  it  is  "  quasi  fixed," 
it  "  remains  unaltered  or  nearly  so  ";  it  "  does  not  of  neces- 
sity coincide  with  the  strict  necessaries  of  life  ";  we  are  asked 
to  consider  cases  in  which  subsistence  diminishes,  and  other 
cases  in  which  it  increases  until  it  "  at  length  annexes  a  cer- 
tain share  of  income  ";  finally,  we  are  told  of  processes,  of  the 
first  importance  in  the  workings  of  the  economic  system,  by 
which  subsistence  is  "  artificially  "  lowered  to  keep  laborers 
from  the  land,  and  by  which,  in  the  confiict  between  sub- 
sistence and  income,  "  in  the  last  resort,  the  arbiter  in  the 
contest  is  income,  and  [that]  subsistence  becomes  established 
at  that  point  which  gives  the  maximum  permanent  income." 
"  No  more  logical  demand  can  possibly  be  made,"  writes 
Loria  on  one  of  the  early  pages  of  his  book,  "  than  that  we 
should  distinguish  clearly  between  subsistence  and  income, 
defining  the  latter  as  that  part  of  the  net  product  which 
remains  after  subtracting  the  subsistence  of  the  laborers." 
The  reader,  ignorant  as  yet  of  the  way  in  which  the  definition 
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of  subsistence  is  going  to  fail  him,  starts  hopefully  only  to 
plunge  immediately  into  an  obscurity  from  which  he  will 
never  emerge.  A  discussion  of  the  relation  of  capital  and 
income,  which  seems  academic,  leads  to  the  conclusion  that 
''  if  that  part  of  the  product  which  should  go  to  redint^rate 
the  technical  capital  and  the  subsistences,  is  produced  and 
consumed  instead  in  the  form  of  articles  of  consumption 
which,  from  the  nature  of  the  case,  are  not  periodically 
reproduced,  it  is  not  income."  The  relatively  simple  con- 
cept of  income,  as  the  surplus  product  of  coercively  associated 
labor,  is  modified  in  many  ways.  Wealth,  whatever  may  be 
its  origin,  which  passes  to  unproductive  members  of  society, 
such  as  thieves,  gamblers,  or  beggars,  is  not  income.  ''  The 
income  of  the  owner  of  a  house  which  is  rented  by  laborers, 
the  income  of  a  retailer,  a  money-lender,  or  a  doctor,  being 
the  incomes  derived  from  the  slender  purses  of  the  workers, 
represent  a  quantity  of  wealth  taken  from  subsistence  to  be 
transformed  into  income;  in  other  words  it  no  longer  repre- 
sents a  simple  transference  of  pre-existent  income  from  one 
individual  to  another,  but  a  positive  increment  to  the  total 
income."  Unclaimed  inheritances  ''  continue  to  produce  an 
income,  although  there  is  no  recipient."  Incomes  are 
"  deposited  in  a  bank."  The  quantity  of  incomes  produced 
in  a  nation  ''  is  determined  by  the  quantity  of  capital  pro- 
ductively employed,  by  the  quantity  and  productivity  of  the 
land,  by  the  quantity  of  public  or  private  securities  issued." 
Some  of  this  elaboration  of  the  concept  of  income  is  harm- 
less, tho  it  is  relatively  useless  for  the  purposes  of  an  author 
who  seeks  to  rise  above  the  limitations  of  space  and  time. 
On  the  other  hand,  the  constant  shifting  in  the  meaning  of 
such  terms  as  subsistence  and  income  tempts  Loria  constantly 
to  choose  in  any  particular  case  the  meaning  which  best  suits 
the  purpose  of  his  argument;  and  makes  the  book  interesting 
throughout  as  an  example  of  faulty  logic  rather  than  as  a 
contribution  to  knowledge.  It  seems  a  pity  that  Loria,  who 
in  referring  to  Marx  uses  the  terms  surplus-value  and  income 
as  interchangeable  and  appears,  therefore,  to  recognize  the 
likeness  of  his  concept  to  that  of  the  socialists,  should  take  up 
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the  fight  which  they  waged  with  so  much  vigor  and  learning 
at  the  very  time  when  they  are  beginning  to  recognize  defeat. 
To  this  suggestion  Loria's  reply  would  doubtless  be  that 
his  distinction  of  subsistence  and  income^  while  it  assumes 
class  divisions  in  the  recent  period  much  like  those  of  socialist 
theory,  rests  still  on  a  very  different  theory  of  historical 
development.  Loria,  namely,  distinguishes  three  forms  of 
income.  '*  In  the  first  of  these,  undifferentiated  incofne, 
labour  is  completely  conjoined  with  the  ownership  of  the 
means  of  production  and  with  income.  In  the  second, 
differentiated  income,  labour  is  completely  disjoined  from 
the  ownership  of  the  means  of  production  and  from  income. 
In  the  third,  mixed  income,  labour  may  be  partially  or  wholly 
disjoined  from  the  ownership  of  the  means  of  production,  but 
it  is  always  partially  conjoined  with  income."  The  first  two 
forms  are  dominant  and  fundamental,  occupying  in  turn  al- 
most the  whole  of  the  economic  field,  while  the  third,  in  which 
the  worker  receives  more  than  a  bare  living,  occupies  merely  a 
secondary  place,  and  '^  is  constrained  to  subordinate  its  own 
development  to  the  rules  prescribed  by  that  pure  form  of 
income  which  is  at  the  time  predominant.''  Loria,  having 
fortified  himself  against  the  attacks  of  critics,  first,  by  giving 
such  a  hazy  definition  of  income  as  a  whole  that  it  is  quite 
impossible  in  any  given  case  to  distinguish  it  from  subsis- 
tence, and  then,  by  conceding  that  laborers  do  sometimes 
receive  *'  income  "  even  when  they  are  not  owners  of  the 
means  of  production,  proceeds  in  general  on  the  assumption 
that  the  class  receiving  *'  mixed  income,"  i.  6.,  workers  getting 
something  more  than  a  bare  living,  is  negligible.  History 
presents  itself  to  him  as  the  opposition  of  two  extreme  forms. 
If  "  we  study  the  succession  of  the  forms  of  income  in  the 
course  of  economic  evolution,  we  see  that  this  evolution 
begins  with  undifferentiated  income  in  the  primitive  com- 
munist economy,  passes  then  to  differentiated  income  in  the 
slave-holding  system,  and  that  this  form  of  income  persists 
in  the  subsequent  serf-economy,  to  lead  back,  however,  to 
undifferentiated  income  with  the  rise  of  the  guilds;  under  the 
wage  system  we  return  to  differentiated  income,  and  only 
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sporadically  is  this  system  contrasted  by  a  more  evolved 
form  of  undifferentiated  income,  the  codperative  economy/' 

The  *'  primitive  communist  economy  "  has  long  been  the 
happy  hunting  ground  of  theorists.  Many  years  have 
passed,  however,  since  Kemble  (1S48)  launched  the  theory 
of  the  Germanic  village  community.  The  period  of  his- 
torical hypothesis  was  succeeded  by  one  of  criticism,  exem- 
plified in  the  work  of  Fustel  de  Coulanges,  and  this  again  by 
one  of  positive  construction,  in  which  English  and  German 
scholars  have  taken  the  lead.  It  is  characteristic  of  Loria 
that  he  dtes  authors  from  each  one  of  these  periods  of  his- 
torical work,  but  that  he  makes  them  all  speak  with  the 
same  voice,  —  and  the  voice  is  Loria's.  Maitland,  Seebohm 
and  Vinogradoff  appear  among  his  authorities,  but  the  picture 
of  the  early  agrarian  organization  which  he  presents  is 
sketched  in  innocent  or  wilful  ignorance  of  all  that  these  and 
other  scholars  have  done  to  give  significance  to  the  facts  of 
this  stage  of  economic  development.  I  do  not  remember 
to  have  seen  in  Loria's  book  a  single  mention  of  the  tribal 
influences  to  which  scholars  are  now  inclined  to  look  for  an 
explanation  of  the  most  interesting  and  most  perplexing  prob- 
lems of  these  "  dark  ages  "  of  European  economic  history. 
That  complex  combination  of  political,  legal,  social  and 
economic  elements,  which  made  up  the  life  of  early  society, 
as  they  make  up  the  life  of  society  today,  fades  away  under 
Loria's  treatment  into  a  colorless  formula,  without  a  breath 
of  life  in  it. 

Loria  supposes  that  in  this  early  stage  of  history  men 
worked  in  isolation,  because  an  ample  product  could  so  be 
secured;  but  that  the  growth  of  population  led  to  a  diminu- 
tion of  the  per  capita  product,  and  forced  men  finally  to 
associate  for  greater  efficiency.  He  argues  that  they  would 
not  willingly  thus  associate  themselves,  but  were  constrained 
to  do  so  by  the  lack  of  free  land.  This  coercive  association, 
leading  to  the  appearance  of  ''  income  "  as  the  author  uses 
the  term,  involved  a  class  distinction  which  showed  itself 
in  the  establishment  at  different  times  of  slavery  or  serfdom 
or  the  wage  system. 
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Free  land  is  a  term  to  conjure  with,  if  one  may  play  on  all 
the  varied  meanings  of  the  word  ''  free/'  In  this  instance, 
however,  Loria  deserves  credit  for  consistency;  he  sajrs 
definitely  that  by  free  he  means  gratuitous,  and  holds  to  that 
meaning.  In  the  golden  age  land  could  be  had  for  nothing. 
In  the  historical  period  land  has  not  only  cost  a  price,  but  in 
general  a  price  b^ond  the  means  of  the  laborer.  Loria 
expounds  the  matter  by  the  formula  v  ^  r  +  Xjin  which  r 
is  the  mayjmum  saving  of  the  laborer  and  v  is  the  value  of 
access  to  the  land.  When  the  recipients  of  ''  income  "  have 
been  threatened  by  such  an  invasion  of  their  privileged 
position  as  would  be  involved  by  the  rise  of  laborers  to  land- 
ownership  they  have  either  lowered  the  remuneration  of  the 
laborer,  and  so  his  savings,  r,  or  have  raised  v,  the  value  of 
access  to  the  land,  so  that  v  should  always  exceed  r  by  some 
difference,  x.  In  this  way  Loria  explains  slavery  both  in  the 
classic  world  and  in  the  southern  states  of  America,  the 
serfdom  of  the  Middle  Ages,  and  the  wage  class  of  recent 


Neither  in  this  book  nor  in  the  Analisi  delta  Proprietd 
CajritdUsta,  in  which  Loria  treats  some  of  these  matters  in 
greater  detail,  has  he  given  the  reader  any  good  reason  to 
believe  that  the  course  of  history  was  what  he  imagines  it  to 
have  been.  He  commits  the  sin  beyond  forgiveness,  from 
the  historical  standpoint,  when  he  interprets  the  whole  past 
in  terms  of  our  modem  S3rstem  of  exchange.  One  is  some- 
times tempted  to  think  that  in  Loria's  mind  there  is  no 
history,  but  only  political  economy  stretching  back  over 
countless  centuries  of  time.  From  what  evidence  he  can  get 
in  the  form  of  money  contracts  he  constructs  an  image  of  how 
society  might  have  economized  itself  into  its  present  condi- 
tion, but  he  fails  to  recognize  that  some  of  the  most  important 
material  interests  of  former  generations  evaded  expression  in 
terms  of  exchange  equivalents,  and  that  society  has  always 
recognized  other  interests  above  the  material.  To  •  one 
acquainted  with  the  sources  of  the  early  agrarian  history  of 
Europe  nothing  can  be  more  grotesque  than  the  picture  of  a 
class  of  '*  laborers  "  endeavoring  to  "  save  "  enough  prop- 
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erty  to  "  buy  "  ''  land/'  Loria  has  not  presented  a  single 
bit  of  evidence  to  show  that  this  process  was  actuaUy  in 
operation,  and  will  of  course  be  unable  to  do  so.  The  indi- 
vidualism which  is  assumed  throughout  the  book  is  itself  a 
product  of  the  last  few  centuries;  and  the  web  of  social  and 
political  relations  which  ties  the  economic  man  to  his  place  in 
the  group  grows  more  intricate  as  we  trace  it  back  in  time, 
because  the  further  back  we  go  the  less  conscious  and  the  less 
rational  do  we  find  it.  Every  student  of  institutional  history 
recognizes  the  importance  of  the  economic  element  in  every 
period,  and  can  prove  the  play  of  economic  factors  both  in 
the  rise  and  in  the  decline  of  serfdom.  So  far,  however,  from 
explaining  the  course  of  history  by  this  one  element,  he  knows 
that  it  is  misleading  to  ascribe  to  it  even  a  definite  place  in  a 
hierarchy  of  history-making  forces.  It  is  both  cause  and 
effect.  It  is  but  one  term  in  a  series,  meaningless  until  its 
relations  with  the  other  elements  are  understood. 

One  could  easily  take  up  the  historical  parts  of  Loria's 
book,  page  by  page,  and  show  his  faults  of  omission  and  com- 
mission; but  this  task  can  be  deferred  until  there  is  more 
chance  than  there  appears  to  be  at  present  that  he  will  be 
taken  seriously.  The  volume  should  not  be  dismissed,  how- 
ever, without  some  further  reference  to  Loria's  general  philos- 
ophy of  history.  Under  the  caption  "  Conclusion  —  The 
essential  economic  law,"  the  reader  finds  a  summary  of  the 
argument,  which  runs  somewhat  as  follows;  In  the  succes- 
sion of  economic  systems  there  is  a  common  element  which 
*'  must  of  necessity  relate  to  a  series  of  phenomena  universal 
and  constant  in  character;  and  since  it  constitutes  the  com- 
mon substance  of  a  series  of  forms  whose  equilibrium  is 
essentially  imstable,  it  must  contain  within  itself  a  factor  of 
immanent  instability.  Now  the  process  that  is  common  to 
all  the  successive  economic  forms  is  the  association  of  labour, 
a  constant  and  invariable  phenomenon  in  all  ages;  whilst 
the  factor  of  immanent  instability  of  all  the  changing  social 
forms  is  the  coercion  that  disciplines  the  association  of  labour. 
•  •  .  The  essential  social  contradiction  can  be  eliminated, 
economic  equilibrium  can  be  established,  only  by  means  of  a 
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profound  transfonnation,  affecting  not  merely  the  process  of 
distribution,  but  also  the  process  of  production,  relieving 
this  latter  process  from  the  coercion  which  has  hitherto 
environed  it  and  restricted  its  efficiency;  in  other  words  by 
the  destruction  of  the  coercive  association  of  labour  and  its 
replacement  by  the  free  association  of  labour." 

The  reader  who  is  conversant  with  the  work  that  econo- 
mists, historians  and  sociologists  have  done  to  analyze  and 
interpret  the  forms  of  association  of  labor  will  be  shocked  to 
hear  that  it  is  ^'  a  constant  and  invariable  phenomenon/' 
He  must  prepare,  however,  for  an  even  greater  surprise  when 
he  approaches  the  other  element  in  Loria's  philosophy, ''  the 
factor  of  immanent  instability."  The  coercive  association  of 
labor,  with  all  the  evils  that  Loria  imputes  to  it,  was  inaugu- 
rated by  a  decline  in  the  fertility  of  land  to  a  point  at  which 
the  isolated  laborer  produced  only  a  bare  subsistence,  and 
was  constrained  to  submit  to  organization.  The  free  associa- 
tion which  will  mark  the  coming  millennium  of  cooperative 
production,  ''  a  perfectly  stable  and  indestructible  economic 
form,  which  finally  closes  the  cycle  of  social  transformations 
or  of  economic  evolution,"  will  result  from  a  further  decline 
in  the  productivity  of  the  land,  which  ^^  by  rendering  the 
product  of  isolated  labour  inferior  to  the  subsistence  of  the 
producer,  will  at  length  altogether  annul  the  reluctance  to 
the  association  of  labour,  and  will  thus  open  the  way  for  the 
institution  of  the  spontaneous  association  of  labour."  Surely, 
since  the  time  when  Rousseau  wrote  of  "  compelling  men  to 
be  free,"  no  theorist  has  been  bold  enough  to  publish  such 
nonsense. 

CuvB  Day. 

Yalb  UNiYSBSirr. 
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MARCONCINFS  L'  INDUSTRIA  DOMESTICA 
SALARIATAi 

"  The  Sweating  System  *  and  the  Minimum  Wage  Law  " 
should  be  the  Engh'flh  title  for  this  book.  And  the  author's 
central  thought  can  be  condensed  within  a  single  sentence. 
The  sweating  system,  or  wage  labor  in  the  home,  is  a  great  and 
widely  spread  evil  throughout  the  world;  and  no  other  remedy 
can  be  as  effective  and  as  prompt  as  the  minimum  wage  law. 

Of  the  six  formal  parts  into  which  the  whole  book  is  divided 
one  (11-38)  treats  of  wage  labor  in  the  home  in  the  develop- 
ment of  the  forms  of  production,  a  second  (39-154)  treats  of 
the  extent  of  wage  labor  in  the  home,  a  third  (155-285),  of 
present  conditions  of  wage  labor  in  the  home,  a  fourth  (28&- 
325),  of  the  causes  of  the  evils,  and  a  fifth  (326-778),  of 
remedies.  Then  follow  (780-847)  appendices  giving  texts 
of  bills,  bibliographies,  and  an  elaborate  analytical  table  of 
contents.  Each  of  the  six  parts  is  divided  in  its  turn  and 
with  careful  discrimination.  Thus  the  part  which  treats  of 
present  conditions  has  eight  chapters,  on  wages  (155-197), 
living  expenses  (197-203),  hours  of  labor  (203-212),  environ- 
ment of  labor  (212-224),  hygiene  in  relation  to  the  worker 
(224-247),  hygiene  in  relation  to  the  workers'  families  (247- 
259),  hygiene  in  relation  to  the  public  health  (259-268),  and 
the  question  of  morals  (268-285).  And  the  chapters  have 
their  sections,  and  the  sections  have  their  sub-sections.  For 
the  most  part,  all  is  in  admirably  logical  arrangement. 

In  a  general  way,  the  range  and  nature  of  the  expositions 
and  discussions  of  parts  two  and  three,  perhaps  also  of  parts 
one  and  four,  can  be  taken  as  matters  of  course.  The  author 
believes  wage  labor  in  the  home  to  be  an  entirely  natural  form 

>  L'industria  domastioa  aaUriaU  nei  rapporti  iatemi  e  iatornAiionalL  Federioo 
ICaroondni.  Con  prafanone  di  Aohflle  Loria.  Pp.  847.  F.  Bertinatti,  Torino,  1914. 
L.  12.50. 

*  In  fainierM  to  the  author  it  mutt  be  stated  that  he  protesta  at  length  (pp.  282-285) 
against  the  tenn,  Mweating  ty^ttm,  and  that  he  would  inaist  upon  something  like  an 
aoourate  translation  of  the  Italian  title.  He  holds  that  the  sweating  system  is  found 
out-of-doon,  in  faetories,  in  mines,  "  whenever  a  poorly-paid  laborer  is  forced  to  work 
long  hours  in  unsanitary  places.*' 
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of  productive  effort  in  modem  industry,  not  a  mere  survival 
or  an  excrescence;  and  he  believes  also  that  it  has  elements, 
or  at  the  least  possibilities,  of  great  good.  Of  course,  he 
finds  the  sweating  Qrstem  all  over  the  world;  and,  of  course, 
he  finds  extremely  hard  conditions  of  life  for  the  workers, 
great  distress  for  the  first  sufferers  and  great  peril,  social  as 
well  as  physical,  for  other  classes.  The  causes  of  these  sad 
and  serious  conditions  are  many:  simplicity  of  tasks  and  con- 
sequent lack  of  training  and  need  for  training  in  the  workers, 
the  extreme  division  of  labor,  the  very  sharp  competition 
among  employers  and  among  workers,  the  practices  of  con- 
tracting and  sub-contracting,  lack  of  knowledge  and  con- 
science in  society  at  large,  unwise  charity,  intemperance,  the 
introduction  of  machinery,  and  so  on.  But  chief  among  the 
many  causes  is  counted  the  absence  of  organization  among 
the  workers. 

To  match  and  counteract  the  many  causes  of  evil  there  are 
and  must  be  many  remedies.  Quite  in  harmony  with  the 
teaching  as  to  causes  is  a  steadfast  insistence  that  only  the 
organization  of  the  workers,  with  its  equalization  of  bargain- 
ing or  fighting  strength  as  between  employer  and  employed, 
can  be  a  full  and  permanent  remedy.  Other  measures,  of 
sanitation,  education,  co5peration,  and  so  on,  through  a 
score  or  more,  have  their  merits,  small  or  great,  probable  or 
certain;  but  only  the  organization  of  the  workers  can  assure 
a  permanent  relief. 

But  home  workers  are  not  organized.  Repeated  and 
earnest  efforts  have  failed  to  effect  organizations  of  more  than 
local  and  trivial  importance  here  and  there.  The  workers 
are  too  poor,  too  ignorant,  too  weak,  too  little  in  touch  with 
one  another,  too  much  crushed,  too  hopeless;  and  all  these 
unhappy  conditions  are  due,  in  last  analysis,  to  low  wages. 
Only  better  pay  can  cure.  Employers  will  not  increase 
wages  voluntarily;  they  cannot  without  endangering  their 
own  positions.  The  pressure  of  consumers  and  of  public 
opinion  can  accomplish  nothing  really  worth  while.  The 
labor  laws  of  a  hundred  years  have  brought  no  relief  to  home 
workers.     Only  the  direct  compulsion  of  the  state,  through 
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mininmnri  wage  laws,  can  start  and  support  a  train  of 
thoroly  effective  forces.  This  is  only  a  temporary  expedient, 
to  be  abandoned  when  labor  organizations  have  enabled  the 
workers  to  safeguard  their  own  interests;  but  for  now  it  is 
the  only  remedy  (415),  the  indispensable  basis  of  all  other 
helpful  action  (416). 

So  far  the  argument  has  progressed  up  to  the  middle  of  the 
book.  Thenceforward  the  author  passes  to  the  theme 
nearest  his  heart,  the  minimum  wage  law,  for  which  he  con- 
tinues to  plead  with  unwavering  zeal  and  with  never  a  brief 
doubt.  Having  established  his  fundamental  principle,  that 
state  action  is  justified  in  any  form  and  at  any  time  when  it 
gives  fair  promise  of  doing  good  (371-398),  he  gives  his 
theory  of  the  minimum  wage  law  (399-417)  and  takes  up  in 
turn  thirteen  objections  commonly  advanced  (417-448,  483- 
498).  A  great  deal  of  attention  is  given  to  the  proposals  of 
international  congresses  (448-478)  and  the  demands  of  vari- 
ous national  bodies  (498-510).  A  large  part  of  the  book 
is  given  to  the  provisions  and  the  effects  of  laws  passed  in 
America  (533-551),  Australasia  (551-591),  the  United 
Kingdom  (591-635),  Germany  (635-660)  and  minor  countries 
of  Europe,  and  to  bills  pending  in  Austria  (664-^69),  Belgium 
(669-681),  France  (681-712),  and  other  lands. 

Such,  in  brief  summary,  is  the  drift  of  the  book.  More  or 
less  incidentally  the  author  declares  a  great  many  of  his  con- 
victions. He  is  highly  favorable  to  organized  labor  (333), 
even  favoring  a  temporary  compulsion  of  law  to  bring  about 
organization  among  those  not  inclined  to  organize  sponta- 
neously (480).  .He  is  out  and  out  opposed  to  the  abolition  of 
home  wage  work  (520).  He  has  no  confidence  whatever  in 
the  general  beneficence  of  free  competition  (373);  nor  will  he 
allow  to  the  employer  any  natural  right  to  fix  the  terms  of 
employment  in  his  own  interest  (332).  Every  proposed 
social  policy  must  be  judged  by  its  promised  results  (440),  not 
at  all  by  its  conformity  to  any  general  principle  of  assumed 
validity. 

That  the  trend  of  the  book  is  liberal,  not  to  say  radical,  is 
evident.     But  there  appear  not  only  the  commonplaces  of 
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present-day  liberalism,  the  complete  rejection  of  Laiaaesh 
favre  (371),  the  insistence  upon  iJie  worker's  right  to  a  fair 
human  wage  (322),  and  the  like:  the  author  pushes  into  the 
van  of  liberalism,  with  an  advocacy  of  full  wages  for  mothers 
at  child-birth,  while  released  from  work  (394),  the  compulsory 
organization  of  labor  (478),  and  other  similar  proposals,  all 
quite  in  addition  to  his  chief  radicalism,  the  minimum  wage 
law.  He  shows  also  an  imusual  frankness  and  vigor  in  pro- 
claiming the  reality  of  the  evil  in  present  conditions  and  the 
serious  urgency  of  the  need  for  a  remedy  (366). 

The  book,  more  than  most,  declares  a  definite  and  practical 
purpose;  and  in  the  light  of  this  purpose  it  should  be  judged 
first.  Both  Professor  Loria's  laudatory  preface  and  a  num- 
ber of  passages  in  the  text  show  a  desire  that  the  work  may 
arouse  the  interest  of  students  and  the  public  and  thus  pro- 
mote wise  legislation  for  the  correction  of  what  is  wrong  and 
can  be  cured. 

It  is  to  be  hoped  and  to  be  expected  that  results  of  just  this 
sort  wiU  be  advanced  by  the  publication.  For  the  evil  is 
great.  And  the  book  has  not  a  few  merits.  Unquestionably 
the  broad  plan  of  the  work  is  admirable,  quite  natural  per- 
haps, but  truly  admirable  in  its  development  of  successive 
topics.  And  the  plan  has  been  developed  with  industry  of 
amazing  extent.  Fact  is  added  to  fact,  and  argument  follows 
argument  as  if  from  inexhaustible  sources.  In  the  descrip- 
tive parts  one  is  reminded  of  the  mountains  of  dark  fact 
which  Marx  piled  up  to  the  condemnation  of  the  early  Eng- 
lish factory  system.  The  long,  long  hours  of  deadening 
drudgery,  the  scant  pay,  the  unsanitary  surroundings,  the 
meager  provisioning,  the  hunger,  disease,  and  death,  the 
blighting  of  childhood  and  youth,  of  manhood  and  woman- 
hood, of  motherhood,  —  these  are  shown  with  relentless  per- 
severence  for  country  after  country.  Relentless,  too,  is  the 
exposure  of  the  weakness  or  inadequacy  of  the  most  favored 
social  remedies,  mere  palliatives,  makeshifts,  or  worse,  in  the 
author's  opinion. 

The  analytical,  or  theoretical,  or  argumentative  passages, 
too,  show  much  that  is  not  only  good  but  impressive.     The 
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fundamental  argument,  for  the  minimum  wage  law  (399- 
448),  is  strong;  the  chapter  on  the  consumers'  responsibilities 
(317-323)  is  very  fine  indeed,  with  passages  which  wUl  not 
slip  easily  out  of  the  memory.  A  score  of  other  analyses  show 
keenness  of  insight  and  effectiveness  in  exposition.  And  at 
every  possible  point  the  writer's  deep  feeling  appears,  his 
warm  desire  to  lighten  the  woes  of  the  suffering  home- 
workers. 

Such  a  book,  on  such  a  subject,  cannot  fail  to  make  a  last- 
ing impression  upon  any  person  who  reads  it  through.  It 
cannot  fail,  therefore,  to  accomplish  some  part  of  its  purpose. 
And  yet,  taken  as  it  is  and  all  in  aU,  it  cannot  accomplish 
much;  nor  can  it  have  a  very  favorable  reception.  There  are 
merits  in  it,  even  beyond  those  ahready  listed.  But  that  is 
not  enough. 

Doubtless  the  book  must  impress  any  person  who  reads  it 
through.  But  few  wiU  ever  read  it  through.  As  the  sise 
and  price  of  Adam  Smith's  great  work  were  thought  to  give 
assurance  that  its  disturbing  influence  could  not  be  wide,  so, 
but  with  better  confidence,  it  may  be  predicted  that  Mar- 
ooncini's  book  has  a  size  and  character,  if  not  a  price,  which 
must  limit  its  influence.  A  book  of  850  royal  octavo  pages, 
and  in  economics  at  that,  must  be  attractive  indeed,  in  order 
to  win  and  hold  many  readers.  And  it  must  be  confessed 
that  this  big  volume  is  not  attractive  at  all;  rather  it  is 
unattractive,  almost  repellant. 

Some  of  the  analytical  passages  run  smoothly  enough,  and 
some  of  the  descriptive  ones,  too.  Some  pages,  indeed, 
almost  reach  the  characteristic  Italian  ease  and  lucidity. 
There  are  passages  at  once  clear  and  v^rous  (491-492); 
some  are  incisive  (274-275) ;  others  have  real  beauty,  sombre 
(66)  or  bright  (142).  But  as  literature  the  great  body  of  the 
book  leaves  much  to  be  desired.  There  are  loose  and  even 
ungrammatical  (348)  constructions;  the  latest  neologisms 
abound,  "  trade-unionistica  "  (338),  "  nullatenenti "  (527), 
''  statizzazione  "  (757)  and  scores  of  others  of  like  precarious 
standing.  Rhetorical  figures  are  mixed  grotesquely  (273, 
454)  and  are  even  repulsive  {''  drinkers  of  human  sweat,'' 
*'  bevitori  di  sudore  umano  "  313). 
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AU  this,  perhaps,  readers  of  economics  can  endure;  for  we 
have  learned  not  to  expect  literary  merit  in  the  ''  literature  " 
of  our  subject,  whatever  the  language.  But  even  the 
hardened  reader  of  economics  is  repelled  by  the  frequent 
recurrence  of  passages  which  are  heavy  and  involved,  loaded 
down  with  all  sorts  of  explanatory  and  qualifying  parentheses 
(e.9.,  245,  274,  478,  409,  622)..  The  monotonous  massing 
of  figures,  too,  through  some  two  hundred  pages,  page  after 
page  and  ever  more  pages,  all  about  the  numbers  of  the 
workers,  their  ages  and  sexes,  in  this  place  and  that,  their 
hours  and  their  pay,  case  after  case,  and  trade  after  trade,  all 
makes  hard  reading,  such  as  the  general  public  simply  will 
not  do.  The  author's  hope  of  educating  public  opinion 
cannot  be  realized  largely. 

But,  after  all,  it  is  not  as  literature,  in  anything  like  the 
special  sense,  that  the  book  appears,  but  as  science  and  with 
an  appeal  to  scientists.  The  very  obvious  and  formal  ar- 
rangement of  topics  and  sub-topics,  the  thousands  of  refer- 
ences in  the  footnotes,  the  appendices,  in  short,  the  whole 
form  and  spirit  of  the  book  nukke  the  guise  of  science.  But, 
if  it  is  not  good  literature,  it  certainly  is  not  good  science. 
Indeed,  pretty  nearly  every  quality  which  a  scientific  work 
ought  not  to  have  this  book  shows,  not  everywhere  nor  a  few 
times  only,  but  frequently.  Once  it  is  imderstood  that  the 
book  is  as  liberal  or  radical  as  previous  references  have 
indicated,  criticism  of  most  of  the  specific  doctrines  may  be 
omitted.  Little  that  is  substantially  new  is  brought  out. 
And  the  patience  of  readers  need  not  be  tried  still  again  here 
with  another  set  of  individual  judgments  or  opinions. 

There  are  not  a  few  analyses  which  most  economists  would 
pronounce  either  incomplete  or  positively  erroneous,  as  the 
statement  of  the  individual  laborer's  weakness  in  bargaining 
(330),  the  tracing  of  higher  pay  for  home  workers  through 
prices,  consumption,  and  demand  for  labor  (420).  Prob- 
ably, too,  the  central  doctrine  is  not  as  strong  as  the  writer 
supposes.  There  is  rather  too  much  cheerful  optimism  as  to 
the  practical  effects  of  minimum  wage  laws  (487),  too  much 
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glossing  of  difficulties  (444),  too  much  disparagement  of 
alternative  measures.  It  is  strange  that  a  writer  who  men- 
tions with  approval  the  Equitable  Pioneers  of  Rochdale 
(360)  and  the  Scotch  Wholesale  (361),  can  yet  pronounce 
cooperation,  even  consumers'  codperation,  futile  as  a  relief 
for  the  home  workers  (364).  There  is,  however,  little  reason 
for  long  delay  over  particular  doctrines;  unfortunately,  the 
book  is  so  much  lacking  in  scientific  merit  that  it  cannot 
claim  the  close  attention  of  scientists. 

The  writer's  spirit,  or  attitude,  is  not  scientific.  "  Un- 
heard-of greed"  (315),  "starvation  wages"  (passim), 
"  simply  frightful  "  (238),  "  inhuman  exploitation  "  (630) 
are  terms  of  emotion,  just  emotion  very  likely,  but  not 
science;  yet  these  and  their  like  aboimd  throughout  the  book. 
Of  simple  printer's  errors  there  are  half  a  himdred,  some  of 
them  (173,  466)  glaring;  while  uniformity  in  capitalizing, 
punctuation,  and  the  use  of  characters  is  not  maintained. 
The  cravat  appears  twice  in  a  list  of  products  (116) :  "  esse  " 
is  printed  for  "  una "  (196).  These,  in  themselves,  are 
perhaps  trivial  bits  of  carelessness;  but  the  same  carelessness 
is  manifest  throughout  the  book,  in  matters  large  as  well  as 
small. 

What  may  be  nothing  more  than  simple  carelessness  of 
expression,  marking  carelessness  of  thought,  abounds.  "  To 
say  worker  in  large  industry  is  to  say  organized  worker" 
(399).  Having  made  some  computation  that  there  are  300,- 
000  home  workers  in  New  York  City,  the  author  adds  that 
"  conditions  are  the  same  (identiche)  in  the  other  cities  of 
North  America  "  (42,  n.).  Indeed,  it  may  be  said  to  be  a 
common  practice  of  the  author  to  make  an  extreme  statement, 
perhaps  even  over-stating  the  truth,  and  then  add  that  the 
same  conditions  are  found  elsewhere,  or  generally  (215,  216, 
219,  233,  etc.).  Literally  hundreds  of  incorrect  statements 
might  be  listed.  "  It  is  computed  that  65  per  cent  of  the 
total  demand  of  all  the  world  for  arms  is  satisfied  by  Bel- 
gium "  (49).  "  In  the  United  States  the  average  saving  for 
all  laborers  reaches  $600  "  (337,  n.  ).  In  England  since 
1864  the  conditions  of  child  labor  ''generally  have  not 
improved  "(257). 
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One  fault  of  method  is  very  serious  for  the  scientist. 
While  there  are  thousands  of  references  to  authorities  in  the 
footnotes,  there  are  hundreds  of  statements  in  the  text  for 
which  a  reader  would  gladly  have  a  citation  of  authority 
but  finds  none,  statements,  if  true,  of  deep  significance, 
statements  which  tax  credulity.  Statements  of  this  kind 
even  purport  to  be  quoted  verbatim  (574).  It  is  a  common 
practice  to  give  many  references  at  the  beginning  of  a  dis- 
cussion, even  many  quite  definite  references  to  particular 
pages,  and  then  give  nothing  more.  For  twenty  pages  (607- 
627)  the  origin  and  provisions  of  the  British  Trade  Boards 
Act  of  1909  are  discussed  without  a  single  reference. 

Even  for  the  reader  braced  for  the  dismal  science  there  is 
too  much  massing  of  fragmentary  data  and  altogether  too 
Uttle  attempt  to  organize  the  data  or  to  indicate  the  typical 
or  the  specially  significant.  Many,  many  pages  indeed  are 
filled  with  data  which  have  no  appreciable  significance  for 
the  author's  study.  There  are  34  pages  of  exposition  and 
analysis  of  the  Italian  census  of  1901,  ending  in  the  judgment 
that  none  of  the  data  are  worth  much  (93-127).  Many 
scores  of  pages  are  given  to  tracing  the  remotest  beginnings  of 
labor  legislation,  comparing  futile  suggestions,  summarizing 
debates,  and  contrasting  forgotten  proposals.  Near  a  score 
of  different  proposals  in  France  alone  are  compared  and 
criticized  point  by  point. 

But  let  us  have  an  end  of  these  adverse  criticisms.  They 
might  be  continued  indefinitely  and  into  even  more  serious 
relations.  The  author's  translations  pass  beyond  the  rea- 
sonable limits  of  freedom  and  looseness  into  real  inaccuracies. 
His  statements  as  to  the  provisions  of  laws  are  sometimes 
quite  erroneous,  as,  e.  g.,  the  Minnesota  law  (549)  and  to 
a  less  extent  other  American  acts.  Such  criticisms  are 
never  pleasant  to  make;  and  certainly  they  are  not  pleasant 
to  make  against  a  book  into  which  have  been  put  so  noble  a 
spirit  and  so  vast  an  amount  of  industry.  In  particular  it  is 
not  pleasant,  nor  is  it  altogether  comfortable,  to  pass  un- 
favorably upon  a  book  which  comes  with  a  warm  conmienda- 
tion  from  Professor  Loria,  an  Italian  book  at  that.     Only 
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because  it  behooves  any  man  who  stands  in  any  way  against 
Professor  Loria  to  make  the  ground  very  solid  under  his  feet 
have  I  felt  justified  in  making  my  criticism  as  specific  and  as 
long  as  it  is. 

For  no  purpose,  unless  indeed  for  the  very  determined 
Italian  reformer's  local  uses,  can  this  large  work  displace 
Meny's  smaller  one,  especially  in  the  latter^s  newer  edition, 
Le  travail  d  domicile.     Sea  misires,  aes  remidea. 

WiLLABD  C.  Fisher. 

Mn>DLBTowN,  Conn. 
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DEPOSIT  GUARANTY  IN  MISSISSIPPI 

It  may  seem  a  far  cry  from  the  boll  weevil  to  deposit 
guaranty.  But  remembering  the  relation  of  the  chinch  bugs 
in  the  Missouri  Valley  to  the  free  silver  movement  of  the 
nineties,  one  realizes  that  an  insect  may  be  a  cause  of  jfinancial 
legislation  proposed  or  enacted.  For  several  years,  in  Missis- 
sippi south  of  the  33d  parallel,  the  cotton  crop  had  been 
almost  destroyed  by  the  boll  weevil.  In  a  typical  county, 
Pike,  the  normal  crop  of  25,000  bales  fell  to  3,600  bales  in 
1913.  In  other  sections  of  the  state  the  crop  was  injured  by 
the  army  worm,  and  in  the  Delta  section  by  overflows  from 
the  Mississippi  River.  At  the  same  time  the  state  banks 
were  running  without  supervision.  The  statutes  were  not 
entirely  lacking  in  banking  provisions,  and  some  of  the  pro- 
visions were  in  themselves  very  good,  but  there  was  no  bank 
examination  and  no  verification  of  reports.  ''  In  a  word," 
says  a  Mississippi  legislator,  ''  Mississippi  state  banks  were 
simply  chartered  by  the  state  and  turned  loose  to  do  business 
just  as  they  would." 

It  was  inevitable  that  many  banks  should  fail.  There  is  no 
official  list  of  the  failures,  but  a  list  privately  compiled  showed 
22  bank  failures  in  1912  and  1913  and  7  more  early  in  1914. 
The  deposits  were  not  ascertained  in  all  cases;  so  far  as 
known,  they  amounted  to  $4,600,000.  The  number  of 
banks  reporting  to  the  state  auditor  fell  from  342  in  June, 
1911,  to  306  in  June,  1914.  National  banks  increased  in 
number  from  31  to  37.  There  was  an  attempt  in  the  legis- 
lature of  1912  to  enact  a  banking  law.  It  failed  largely 
because  the  Senate  and  House  could  not  agree  on  the  method 
of  selecting  the  bank  examiners.     A  majority  of  the  Senate 
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wished  the  examiners  to  be  appointed,  while  the  House 
wanted  them  elected  by  popular  vote. 

By  1914,  it  was  evident  that  something  must  be  done. 
There  was  a  bank  failure  just  as  the  legislature  met,  and 
failures  occurred  all  through  the  session.  Not  satisfied  now 
with  a  bill  for  safeguards  and  supervision,  many  legislators 
insisted  from  the  start  on  the  guaranty  of  bank  deposits. 
The  Mississippi  Bankers  Association,  with  much  the  same 
arguments  that  had  been  used  before  the  legislatures  of  other 
states,^  opposed  the  guaranty  sections  to  the  end.  It  is 
possible  that  if  the  members  of  the  Association  had  foreseen 
the  ultimate  adoption  of  deposit  guaranty,  they  could  have 
made  participation  optional  with  the  banks,  and  could  have 
provided  for  appointive,  instead  of  elective,  bank  examiners. 
After  a  long  struggle  a  bill  was  finally  passed  in  March  and 
was  signed  by  the  governor  March  9th. 

More  striking  even  than  the  deposit  guaranty  plan  is  that 
of  electing  the  three  bank  examiners.  It  is  not  quite  without 
precedent,  for  in  some  states  bank  supervision  is  committed 
to  an  elective  officer,  —  the  state  treasurer,  state  auditor,  or 
secretary  of  state.  The  need  of  technical  qualifications  in  a 
bank  examiner  is  self-evident,  and  therefore  only  those  citi- 
zens may  become  candidates  who  have  passed  an  examina- 
tion to  determine  their  fitness.  Examinations  are  given  by  a 
Board  of  Bank  Commissioners,  composed  of  a  successful 
banker  and  business  man  appointed  by  the  Governor,  an 
experienced  lawyer  appointed  by  the  Attorney  General,  and 
an  experienced  accountant  appointed  by  the  State  Auditor. 
Examinations  will  be  held  in  March,  preceding  the  general 
election  in  November;  special  examinations  wUl  be  given  at 
other  times  on  payment  of  a  $50.00  fee.  Applicants  will  be 
examined  in  accounting,  theory  and  practice  of  banking  and 
the  banking  laws  of  Mississippi,  and  the  federal  banking  law. 
Every  applicant  who  makes  a  grade  of  75  per  cent,  is  of  good 
moral  character,  a  practical  accountant,  and  has  never  been 
the  manager  of  a  banking  or  other  business  enterprise  which 

1  Quartoriy  Journal  of  Eoonoouos,  vol.  zziT,  pp.  85,  827,  reprinted  in  Sen.  Doo.  no. 
040,  eiK  Cong..  8d  Senion.  Appendix  B. 
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has  failed  or  liquidated  below  par  during  his  management,  wUl 
receive  a  license  to  become  a  candidate  for  state  bank  ex- 
aminer. The  license  is  good  for  four  years.  One  examiner 
is  to  be  elected  from  each  of  the  three  supreme  court  districts. 

As  no  general  election  would  occur  soon  after  the  passage 
of  the  new  law,  it  was  provided  that  the  applicant  from  each 
district  who  made  the  highest  grade  in  the  first  examination 
should  be  a  bank  examiner  until  January,  1916.  It  is  re- 
ported that  the  examination  was  a  good  one,  and  as  well 
calculated  as  an  examination  could  be  to  test  the  knowledge 
of  would-be  bank  examiners.  In  one  of  the  questions  it  was 
asked  what  a  cashier  should  do  if  a  prospective  borrower,  on 
being  asked  for  security,  offered  to  obtain  the  endorsement  of 
a  solvent  oil  mill  company.  Almost  all  of  the  applicants  are 
said  to  have  favored  discoimting  the  note  so  endorsed.  They 
were  apparently  unaware  that  an  acconmiodation  endorse- 
ment is  beyond  the  powers  of  a  corporation. 

There  is  no  head  to  the  Mississippi  bank  department.  All 
the  bank  examiners  are  of  equal  authority.  The  three 
examiners  constitute  a  board,  it  is  true,  and  there  is  a  chair- 
man, but  his  special  authority  is  of  the  slightest.  On  the 
request  of  the  board  of  directors  of  any  bank  for  a  special 
examination,  he  must  designate  one  of  the  examiners  to  make 
such  examination.  In  addition  to  the  regular  quarterly 
meetings  of  the  board  of  bank  examiners  the  chairman  may 
call  other  meetings  if  he  deems  additional  meetings  necessary. 
In  these  two  matters  only  has  he  authority  beyond  his  col- 
leagues. Apparently  the  office  of  the  department  will 
usually  be  in  charge  of  the  board's  secretary.  The  examiners 
are  examiners  in  fact.  They  go  into  the  field  and  themselves 
inspect  the  banks.  For  this  they  receive  $3,000  per  annum 
each  and  their  expenses  for  railroad  fare,  livery  hire  and  hotel 
bills.  Incidentals  are  not  allowed.  The  examiners  even 
have  to  pay  part  of  the  compensation  of  any  assistants  who 
may  be  necessary.  Subject  to  a  limit  of  $150  per  month 
each,  assistant  examiners  will  receive  $10.00  per  day,  of  which 
one-fourth  must  be  paid  by  the  three  elected  bank  examiners 
personally.    The  experiment  of  running  a  state  bank  depart- 
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ment  without  a  head  and  with  examiners  chosen  by  popular 
vote,  who  are  personally  out  of  pocket  if  they  find  it  necessary 
to  employ  assistants,  will  be  followed  with  interest. 

The  general  administrative  features  of  the  law  are  in  the 
main  satisfactory.  Banks  are  to  be  examined  twice  a  year. 
The  examiners  have  power  to  subpoena  witnesses,  probably  a 
new  provision  in  banking  laws.  The  authority  to  close  banks 
for  violation  of  law  or  imipairment  of  condition  is  adequate. 
Private  banks  of  deposit  are  required  to  incorporate.  It  will 
be  remembered  that  a  like  provision  in  the  Nebraska  bank 
law  was  the  subject  of  litigation  ending  only  in  the  Supreme 
Court  of  the  United  States,  where  the  provision  was  upheld.^ 
New  banks  may  be  organized  only  by  persons  of  "  good 
moral  and  safe  business  character."  The  state  has  wisely 
not  followed  the  example  of  Kansas,  which  gives  to  its  board 
power  to  deny  a  charter  merely  because  the  board  may  doubt 
the  need  of  a  bank  at  the  contemplated  location.  The  right 
of  the  citizen  to  determine  for  himself  the  chances  of  his  busi- 
ness venture,  so  he  be  a  safe  man,  is  preserved.  A  scale  of 
minimum  capital  is  adopted,  ranging  from  $10,000  to  $50,- 
000  according  to  location.  This  does  not  apply  to  existing 
banks.  The  limit  on  single  lines  of  credit  is  high,  25  per  cent 
of  capital  and  surplus,  as  in  Missouri,  South  Dakota  and 
Texas.  In  Mississippi  and  South  Dakota  a  bank  may  go 
further  and  discount  without  any  limit  business  paper  owned 
by  its  customers.  The  limit  on  deposits  makes  it  unlawful 
for  any  guaranteed  bank  to  receive  deposits  continuously 
for  six  months  in  excess  of  ten  times  its  paid  up  capital  and 
surplus.  This  is  the  Kansas  law.  Mississippi,  however, 
excepts  savings  banks  from  its  operation. 

The  law  has  some  anti-trust  sections  of  highly  modem 
purport.  ''  No  person  shall  be  permitted  to  be  a  director  in 
more  than  one  bank  serving  the  same  incorporated  town  or 
city."  This  does  not  apply,  however,  "  to  savings  banks  and 
trust  companies  operated  in  connection  with  commercial 
banks  doing  business  in  the  same  building."  Clearing 
houses  must  incorporate,  and  are  forbidden  to  make  rules 

^  Quarterly  Journal  of  BoonomioB,  toI.  xxviii,  p.  70. 
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oonoeming  exchange  rates,  discount  rates,  interest  on  deposits, 
ooUection  fees,  or  restricting  competition  in  any  other  way. 

We  come  now  to  the  guaranty  provisions.  These  closely 
follow  the  Kansas  law,  with  the  important  exception  that 
guaranty,  optional  with  the  banks  in  ICansas,  is  obligatory  for 
those  of  Mississippi.  A  compromise  was  reached  in  Missis- 
sippi by  which  banks  need  not  come  within  the  guaranty 
provisions  of  the  law  imtil  May  15,  1915.  This  interval  has 
proved  invaluable,  as  examiners  have  already  closed  some 
twenty  banks,  a  number  sufficient  to  have  been  a  menace  to 
the  success  of  the  whole  scheme  if  their  deposits  had  been 
guaranteed  at  once  and  automatically. 

As  in  Kansas,  the  banks  must  be  examined  before  their 
deposits  are  guaranteed.  Each  bank  must  deposit  bonds  or 
cash  with  the  state  to  the  amount  of  $500  for  every  $100,000 
of  deposits  eligible  to  guaranty,  less  the  capital  and  surplus 
of  the  bank.  The  annual  assessment  for  the  guaranty  fund 
18  one-twentieth  of  one  per  cent  of  deposits,  with  the  same 
wise  deduction  for  capital  and  surplus.  Four  additional 
assessments  of  like  amoimt  may  be  made  in  any  year,  if 
required.  Assessments  are  suspended  when  the  fund  reaches 
$500,000.  Following  the  Kansas  rule,  the  guaranty  fimd, 
like  other  state  fimds,  is  kept  in  state  depository  banks, 
whereas  in  Nebraska  all  the  assessments,  and  in  Texas 
75  per  cent  of  them,  are  left  on  deposit  with  the  assessed 
banJoi  unto  cash  is  needed.  All  deposits  not  otherwise 
secured  are  guaranteed,  except  those  bearing  more  than  4  per 
cent  interest.  These  provisions  all  follow  the  ICansas  law 
exactly,  except  that  ICansas  no  longer  withholds  guaranty  be- 
cause of  the  interest  rate.  Both  states  provide  that  a  maxi- 
mum rate  of  interest  on  deposits  may  be  fixed  for  each  county, 
and  that  any  bank  officer  who  pays  a  higher  rate  ''  shaU  be 
deemed  to  be  reckless,  and  may  be  removed  from  office." 

Mississippi  has  followed  the  Kansas  plan  of  deferring  final 
payment  of  depositors  of  failed  banks  until  assets,  including 
the  double  liability  of  stockholders,  shall  have  been  realized 
on  so  far  as  is  possible.  In  the  meantime  6  per  cent  certifi- 
cates are  to  be  issued  to  the  depositors,  and  dividends  are  to 
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be  paid  as  collections  are  made  from  the  assets.  The  advan- 
tage of  this  plan  is  that  it  prevents  the  exhaustion  of  the 
guaranty  fund  by  one  or  two  failures.  Oklahoma,  Nebraska 
and  Texas  provide  that  depositors  are  to  be  paid  immediately 
after  a  failure,  and  for  some  time  the  effect  of  this  provision 
in  the  first  named  state  was  to  keep  insolvent  banks  in  opera- 
tion because  there  was  not  enough  money  in  the  guaranty 
fund  to  pay  the  depositors  if  the  banks  were  closed.^  If  the 
Mississippi  fund  is  deficient  at  the  winding  up  of  the  affairs 
of  a  failed  bank,  the  depositors  will  receive  pro  rata  payments 
until  subsequent  assessments  for  the  guaranty  fund  come  in. 

The  deposits  of  Mississippi  state  banks  June  30,  1914, 
were  $47,359,000.  The  normal  assessment  of  one-twentieth 
of  one  per  cent  would  yield  about  $24,000,  and  five  assess- 
ments, the  maximum  number  in  one  year,  would  yield  about 
$120,000.  There  are  no  statistics  to  show  whether  such 
assessments  are  in  keeping  with  previous  loss  experience  in 
Mississippi.  However  that  may  be,  the  writer  is  of  the 
opinion  that  the  success  of  any  insurance  plan  is  jeopardized 
by  making  the  initial  fund  so  small.^  Fortunately  there  are 
as  yet  few  large  state  banks  in  Mississippi. 

A  bill  similar  to  the  Mississippi  guaranty  law  was  before 
the  Louisiana  legislature  last  winter.  It  was  beaten  largely 
by  showing  that  if  any  one  of  the  large  state  banks  of  New 
Orleans  failed,  and  if  its  own  assets  sufiSced  to  pay  75  per 
cent  of  the  deposits,  the  mere  interest  on  the  certificates 
issued  for  the  remaining  25  per  cent  of  deposits  would  absorb 
almost  all  of  the  assessments  for  the  guaranty  fund,  leaving 
no  hope  of  ever  paying  the  principal.  After  this  argument 
the  bill  was  amended  by  reducing  to  3  per  cent  the  rate  on 
certificates  issued  in  case  of  failure,  but  the  bill  was  killed  by 
a  vote  of  nearly  two  to  one. 

The  guaranty  of  deposits  becomes  obligatory  on  all  Missis- 
sippi banks  on  May  15,  1915.  There  is  speculation  over  the 
probable  attitude  of  the  examiners  at  that  time  toward 
banks  of  whose  condition  they  are  not  quite  certain.     If  a 

>  Quarterly  Journal  of  Eoonomioi,  rol.  ixriii,  p.  77. 
t   Ibid.,  vol.  zxiv,  p.  889.  Tol.  xzviii,  p.  00. 
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bank  is  closed  early  in  May  so  that  the  loss  falls  on  the 
depositors,  when  matters  might  have  been  smoothed  over 
until  the  deposits  were  under  guaranty,  the  examiner  who 
ordered  the  closing  will  lose  the  votes  of  a  certain  element  of 
the  depositors  when  he  comes  up  for  reelection.  Such  a 
possibility  illustrates  the  unwisdom  of  electing  bank  ex- 
aminers, but  it  is  not  likely  that  examiners  will  toady  to 
the  vote  of  the  depositors  of  failing  banks.  The  certificate 
placing  deposits  under  guaranty  can  be  issued  only  after  an 
examination  in  which  the  bank  is  found  to  be  solvent.  A 
record  of  failures  after  such  examinations  might  be  as  serious 
a  campaign  handicap  as  the  displeasure  of  depositors  who 
thought  the  examiner  ought  to  have  helped  them  pass  on 
their  losses  to  the  guaranty  fund.  ''  It  seems  fairly  well 
understood  that  not  every  bank  applying  for  a  guaranty 
certificate  has  received  one."  * 

It  is,  of  course,  too  early  to  draw  conclusions  from  the 
operation  of  the  law.  When  the  writer  last  inquired,  only 
one  state  bank  had  nationalized,  and  only  two  national 
banks  had  applied  for  state  charters.  There  is  no  rush  to 
get  into  or  out  of  the  state  system,  but  up  to  November  10, 
1914,  67  banks,  including  some  of  the  largest  in  the  state, 
had  voluntarily  taken  advantage  of  the  guaranty  provisions.* 
Some  of  these  believe  that  the  guaranty  has  brought  about  a 
growth  of  deposits  by  increasing  the  confidence  of  the  people. 
The  data  are  yet  too  few,  however,  to  warrant  any  conclusion 
of  the  sort.  The  adoption  of  a  guaranty  scheme  in  Missis- 
sippi may  tend  to  substantiate,  so  far  as  one  example  goes, 
the  prediction  ventured  by  the  writer  a  year  ago,  that  from 
time  to  time  more  states  would  probably  supplement  their 
service  of  bank  regulation  and  supervision  by  enabling,  if  not 
requiring,  the  banks  to  eSect  insurance  in  a  state  admin- 
istered fund  for  the  benefit  of  depositors. 

Thobnton  Cookb. 

Fn>EUTT  Tbubt  Company, 
Kansas  Crrr,  Mo. 

1  MiMiMippi  Banker,  toL.  i,  no.  5,  p.  9.  *  Ibid.,Tol.  i,  no.  6,  p.  11. 
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LINCOLN  AND  THE  TARIFF: 
A  SEQUEL 

The  note  which  I  published  in  the  August  issue  of  this  Journal 
on  the  tarifif  phrase  attributed  to  Lincoln  (getting  "  both  the 
goods  and  the  money  ")  has  stirred  discussion,  as  is  natural 
with  anything  that  concerns  the  great  president.  Some 
further  light  upon  the  origin  of  the  phrase  has  come  in  conse- 
quence. For  most  of  the  information  which  I  am  now  able  to 
give,  I  am  indebted  to  Mr.  Calvin  W.  Lewis  of  Brookline, 
Massachusetts,  who  first  called  attention  to  some  of  the  dues 
in  contributions  to  the  Boston  Transcript  signed  with  a 
pseudonym,  and  who  has  since  put  at  my  disposal  in  the 
most  obliging  way  the  results  of  his  inquiries. 

It  will  be  remembered  that  the  earliest  appearance  of  the 
phrase,  so  far  as  Mr.  Matteson  and  myself  were  able  to  trace 
it,  was  in  the  American  Economist  for  June  29, 1894,  where  it 
was  stated  to  have  been  copied  from  the  "  Howard  Independ- 
ent "  of  June  9,  1894.  The  Howard  Independent  proved  a 
puzzle.  Mr.  Matteson  was  able  to  find  no  trace  of  any  such 
newspaper,  and  concluded  that  it  was  "  a  myth,  or  at  least  a 
misprint."  The  puzzle  was  not  lessened  by  the  failure  of  the 
American  Economist  to  give  any  explanation.  Our  note  was 
brought  to  the  attention  of  the  Economist,  and  some  reference 
has  been  made  in  its  columns  to  Lincoln's  utterances  upon 
the  tariff  and  to  this  particular  myth;  but  no  attempt  was 
made  to  verify,  or  specify  further,  the  source  from  which 
the  phrase  had  come.  A  suspicion  could  not  but  arise  that 
the  phrase  might  have  been  manufactured  by  the  Economist, 
and  that  the  Howard  Independent  was  a  pretense. 

That  suspicion  proves  to  be  quite  without  foundation. 
The  Howard  Independent  is  not  a  myth;  but,  as  Mr.  Matte- 
son thought  possible,  it  is  —  a  misprint.  It  appears  that 
there  is  in  Illinois  a  flourishing  town  by  the  name  of  Harvard, 
and  that  a  weekly  newspaper,  the  Harvard  Independent,  has 
been  published  there  for  many  years.     "  Howard  Independ- 
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ent "  was  merely  a  misprint  for  "  Harvard  Independent." 
Moreover,  Mr.  Lewis,  through  correspondence  with  the 
present  editor  of  the  Harvard  Independent,  has  learned  from 
him  that  a  search  in  his  files  brought  to  light,  in  the  issue  of 
the  date  stated,  June  9,  1894,  the  identical  phrase.  It  is 
there,  and  the  American  Economist  copied  it  in  good  faith 
and  with  due  credit.  It  is  not  surprising  that  the  editor  of 
the  American  Economist,  after  the  lapse  of  twenty  years, 
should  have  quite  forgotten  just  how  he  happened  on  the 
phrase,  and  should  now  find  it  as  difficult  to  trace  as  the  rest 
of  us.  Any  suspicion  of  fabrication  on  his  part  was  quite 
without  foundation. 

But  all  this  only  serves  to  push  the  inquiry  one  step  further 
back.    Where  did  the  Harvard  Independent  get  the  phrase  ? 

In  the  works  of  Robert  G.  IngersoU  there  is  an  oration 
upon  Lincoln,  which  bears  the  date  1894.  In  it  there  is  a 
passage  ^  which  says  that  Lincoln  was  ''  nominated  for  the 
l^islature  and  made  a  speech,"  and  that  this  speech  was  in 
favor  of  a  protective  tariff.  IngersoU  refers  to  it  shortly 
after  as  Unooln's  first  speech.  After  some  remarks  about 
the  influence  of  manufactures  in  ''developing  the  brain"  and 
"  giving  wings  to  the  imagination,"  IngersoU  goes  on  thus: 

''  It  is  better  for  Americans  to  purchase  from  Americans, 
even  if  the  things  purchased  cost  more. 

**  If  we  purchase  a  ton  of  steel  rails  from  England  for 
twenty  dollars,  then  we  have  the  rails  and  England  the  money. 
But  if  we  buy  a  ton  of  steel  rails  from  an  American  for 
twenty-five  dollars,  then  America  has  the  rails  and  the  money 
both." 

It  wiU  be  observed  that  this  differs  in  one  significant  partic- 
ular from  the  phrase  attributed  to  Lincoln.  The  purchase 
frcnn  the  American  is  supposed  to  be  at  a  higher  price  than 
that  from  the  Englishman,  —  twenty-five  dollars  instead  of 
twenty  dollars;  the  aUegation  is  that  it  is  more  advantageous 
to  buy  at  home,  even  at  the  higher  price. 

>  Sm ▼ot.m,  pp.  127-198 of  tbe  "Dfwden  Bditioii "  of  the  Worioi of  Bob«ri  G. 
Tmwinll  (N«fir  York,  1900>.  thd  oration,  or  laoture,  is  alao  nprinted  as  an  iatro- 
dMtfton  to  tbe  Mvmth  toIuihb  of  linooln'i  CoDeoted  Wiitmc*.  ediled  by  Nioolay 
■ad  Hay  (New  York.  1905). 
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There  are  other  grounds  for  questioning  whether  this  pas- 
sage, as  it  appears  in  print,  was  the  source  of  our  myth.  It  is 
not  put  by  Ingersoll  in  quotation  marks,  nor  is  there  any 
intimation  or  implication  that  it  is  taken  from  lincohi. 
Ingersoll  mentions  steel  rails;  if  he  had  wished  to  imply  that 
the  language  was  Lincoln's,  he  would  hardly  have  selected  an 
article  not  known  in  Lincoln's  day.  A  careless  reader  might 
possibly  infer  this  to  be  a  paraphrase  or  quotation  from 
Lincoln;  but  only  a  careless  one.  More  important  is  the 
circumstance  that  internal  evidence  points  to  its  having  been 
published  at  a  later  date  than  that  of  the  passage  in  the  Har- 
vard Lidependent  (June,  1894).  Immediately  following  the 
two  paragraphs  just  quoted  Ingersoll  goes  on:  "Judging 
from  the  present  universal  depression  and  the  recent  elec- 
tions, Lincoln,  in  his  first  speech,  stood  on  solid  rock  and  was 
absolutely  right."  "  Recent  elections  "  must  refer  to  the 
elections  of  the  autumn  of  1894.  The  elections  of  1892  were 
not  favorable  for  the  Republicans,  but  those  of  1894  were. 
It  is  the  latter  only  to  which  Ingersoll  could  have  alluded. 
The  date  of  the  oration  in  its  printed  form  is  clearly  later  than 
that  of  the  appearance  of  the  phrase  in  the  Harvard  Inde- 


Nevertheless,  I  am  disposed  to  believe  that  IngersoU's 
oration  is  the  fons  et  origo  of  the  myth.  Ingersoll  was  much  in 
demand  as  a  lecturer  and  political  speaker.  For  years  he 
orated  on  the  lyceum  platform  and  spoke  at  political  rallies. 
The  oration  on  Lincoln  doubtless  was  delivered  many  and 
many  a  time  before  it  was  put  into  cold  print.  The  tariflf 
phrase  doubtless  figured  in  it,  and  was  likely  to  stick  in  the 
memory  of  hearers;  and  it  is  in  this  way  that  the  editor  of  the 
Harvard  Independent  probably  got  hold  of  it.  Hearing  it  as 
delivered,  with  the  dramatic  emphasis  of  which  Ingersoll  was 
a  master,  he  would  not  fail  to  remember  it,  and  at  the  same 
time  would  naturally  suppose  it  to  be  a  quotation  from 
Lincoln,  not  an  epigram  of  the  orator's.  ,  The  circumstance 
that  the  difference  in  price  between  English  and  American 
rails,  which  is  an  important  part  of  Ingersoll's  version,  does 
not  appear  in  the  Harvard  Independent  or  in  other  places,  is 
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entirely  confiistent  with  its  having  been  derived  from  a  vaguely 
memorized  report  of  spoken  words. 

In  smn,  the  indications  now  seem  to  be  that  Ingersoll's 
oration,  notwithstanding  its  having  appeared  in  print  at  a 
later  date  than  the  first  published  version  of  the  phrase,  is 
nevertheless  its  source.  It  is  precisely  such  as  IngersoU 
might  have  invented,  —  epigramatic  and  fetching.  And 
yet  still  further  search  may  show  that  it  was  derived  by 
IngersoU  himself  from  some  source  still  more  remote.  No 
evidence  has  been  adduced,  or  is  likely  to  be,  that  it  originated 
with  lincoln  or  was  ever  used  by  him. 

F.  W.  Taussig. 
Habvabd  UNrvsBsrrr. 
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I.  Introduction 

In  the  Europe  of  the  fourteenth  and  fifteenth  cen- 
turies, the  lack  of  precious  metals  to  meet  the  require- 
ments of  an  expanding  mercantile  activity  came  to  be 
felt  with  increasing  severity.    The  production  of  bullion 
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in  the  few  mines  worked  in  Euope  was  small  and  uncer- 
tain. A  variety  of  circumstances,  such  as  trade  with 
Asia,  the  transforming  of  gold  and  silver  into  plate  and 
jewels,  and  the  accumulation  of  ecclesiastical  treasure, 
had  so  far  offset  the  output  from  the  mines  as  probably 
to  deplete  the  stock  of  money  in  circulation.  It  was  the 
crying  need  of  gold  which  fostered  an  increase  of 
alchemy  toward  the  end  of  the  Middle  Ages.  It  also 
prompted  the  voyages  of  Columbus  and  his  com- 
panions; for  one  of  the  principal  motives  which  led  to 
the  discovery  of  the  New  World  was  the  conviction  that 
by  sailing  westward  might  be  found  Marco  Polo's  golden 
land  of  Zipangu.  The  precious  conmiodity  was  not 
obtained  from  Zipangu,  but  in  the  barbarian  empires  of 
Peru  and  Mexico.  And  from  these  distant  regions, 
especially  after  1545,  a  rich  stream  of  precious  metals 
flowed  in  ever  larger  quantities  to  the  shores  of  Spain, 
and  through  Spain  to  the  north  of  Europe.  Some  con- 
ception of  the  amount  of  bullion  which  crossed  the  seas 
in  the  first  half-century  after  Columbus  may  contribute 
to  an  appreciation  of  the  economic  problems  of  that  age. 
Travellers  and  historians  since  Columbus'  own  time 
have  exercised  their  imaginations  upon  the  subject  of 
American  treasure.  The  extraordinary  character  of  the 
remittances  of  gold,  silver,  pearls  and  emeralds  gave 
contemporaries  an  exaggerated  image  of  the  revenues 
drawn  by  Spain  from  her  new  colonies.  To  many 
minds,  apparently,  they  were  the  very  foundation  of 
Spain's  political  greatness.  Early  observers,  it  is  true, 
were  as  a  rule  comparatively  modest  in  their  assertions; 
but  in  the  seventeenth  and  eighteenth  centuries  Casti- 
lian  fancy  knew  no  bounds.  Peter  Martyr  wrote  in  the 
second  decade  of  the  sixteenth  century,  before  the  con- 
quests had  extended  to  the  mainland:  ''Solo  de  la 
Espafiola  se  trae  a  Espana  todos  los  afios  la  suma  de 
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400,000,  y  &  veoes  de  500,000,  ducados,  se  entiende  que 
eso  es,  del  quinto  que  vieue  para  el  Real  Fisco,  80,000, 

90,000  y  100,000  castellaiios  de  oro,  y  &  veces  mas "  ^ 

The  Venetian  ambassador,  Caspar  Contarini,  in  a  letter 
of  November,  1525,  estimates  the  income  of  the  crown 
from  the  Indies  at  about  100,000  ducats  a  year.'  An- 
other Venetian,  Nicolas  Tiepolo,  in  1533  remarked  that 
the  treasure  from  America  in  one  year  amounted  to 
150,000  ducats,  in  another  to  not  more  than  50,000.  In 
1548  Mocenigo  gives  the  entire  retiuns  for  the  crown  as 
about  350,000  ducats,'  and  three  years  later  Marino 
Cavalli  raises  the  figure  to  400,000.  In  1558  Michel 
Soriano,  ambassador  to  Philip  II  at  his  accession, 
remembers  that  people  spoke  of  ''  miUions  "  of  pesos; 
but  in  fact  the  king  was  receiving  only  between  400,000 
and  500,000  ducats  a  year.  Even  in  1561  Andrea 
Badoero  reckons  the  income  from  America  at  not  more 

>  Decade  m,  lib.  8,  cap.  3.  Decade  III  was  finished  in  October,  1516,  and  this 
chapter  was  probably  written  in  that  year. 

TlkB  Spanish  coins  referred  to  in  this  paper  are  the  maravedi,  oastellano,  ducat,  real, 
peso  dendnas  and  peso  fuerte.  The  usual  unit  of  calculation  in  Spain  was  the  maravedi, 
represented  in  the  sixteenth  century  by  a  billon  coinage  of  the  smallest  value  and  one 
which  was  becoming  progresrively  more  debased.  The  castellano,  the  standard  gold 
coin  of  Castile  before  1497.  was  one-fiftieth  of  a  marc  of  gold  of  a  fineness  of  23|  carats. 
As  the  Castilian  marc  weighed  230.0675  grams,  the  castellano  contained  4.6534  grams  of 
gold.  Its  legal  value  lay  between  480  and  490  maravedis.  It  was  superseded  in  1497 
by  the  ducat,  in  imitation  of  similar  coins  in  Italy  and  Hungary.  The  ducat  was  of  the 
same  fineness  as  the  castellano,  but  65}  were  minted  from  a  marc  of  gold  instead  of  50. 
Its  value  was  fixed  at  375  maravedis,  and  it  contained  3.485  grams  of  gold. 

The  common  silver  coin  of  Spain  was  the  real,  issued  at  a  tale  of  67  to  the  marc,  and 
of  a  fineness  of  67/72.  As  the  legal  value  of  a  marc  of  silver  after  1497  was  2.278  mara- 
vedis, the  real  was  worth  34  maravedis. 

The  peso  de  mines  was  an  imaginary  unit  of  value  employed  in  America  before  the 
establishment  of  royal  mints.  It  represented,  like  the  castellano,  one-fiftieth  of  a  marc 
of  gold,  but  of  a  fineness  of  only  about  22  carats,  and  its  value  was  presumed  to  be  450 
maravedis.     It  was  equivalent,  therefore,  to  about  4.18  grams  of  gold. 

Tlie  peso  f  uerte  was  a  silver  coin  of  272  maravedis  or  eight  reals,  minted  in  America 
after  1537.  It  became  the  famous  Spanish  dollar  or  "  piece  of  eight  "  of  trade,  and  in 
the  sixteenth  century  contained  25.563  grams  oi  silver.  The  final  figures  given  in  this 
paper  are  all  expressed  in  pesos  fuertes  of  eight  reals. 

See  also  the  appendix  to  this  article. 

*  Ranke,  Die  Osmanen,  etc.,  3d  ed.,  1857,  p.  399.  The  actual  income  was  very 
likely  nearer  75.000  ducats. 

*  Ibidem.  The  receipts  of  the  Casa  de  Contratacion  in  that  year  were  little  over 
108,000  ducats.     The  annual  average  for  the  decade  was  148,000  ducats. 


Digitized  by  LjOOQ IC 


436  QUARTERLY  JOURNAL  OF  ECONOMICS 

than  half  a  million.  Finally,  the  Spanish  historian 
G6mara  wrote  in  1552  that  in  the  sixty  years  the  Span- 
iards took  to  discover,  conquer  and  explore  the  Ameri- 
can continent,  the  gold  and  silver  they  won  thereby  was 
not  to  be  reckoned.     It  passed  sixty  miUion  ducats. 

Among  seventeenth  century  writers,  we  find  estimates 
less  restrained  and  judicial.  It  is  true  that  in  1618 
Luis  Valle  de  la  Cerda  (Desempefio  del  Patrimonio  Real, 
etc.,  cap.  xv)  calculates  in  round  figures  the  amount  of 
gold  and  silver  received  from  America  during  the  first 
hundred  years  at  more  than  500  millions  for  the  king 
and  private  individuals;  ^  an  estimate  which  was  prob- 
ably not  far  from  the  reality.  In  1626,  however,  Pedro 
Fernandez  Navarrete  (C!onservacion  de  Monarquias, 
etc..  Disc,  xxi)  computed  the  returns  up  to  his  time  at 
1,536  millions;  *  while  the  worthy  Dr.  Sancho  de  Mon- 
cada  (Restoracion  Politica,  etc.,  1619,  Disc,  iii,  cap.  i) 
in  deploring  the  scarcity  of  money  already  noticeable  in 
the  peninsula,  accepts  the  statement  that  the  registered 
income  from  America  for  the  sixteenth  century  alone 
had  been  two  billion  pesos.' 

It  would  be  fruitless  to  quote  the  figures  of  other  and 
later  Spanish  publicists.  Their  estimates  for  the 
sixteenth  century  were  generally  based  upon  the  word 
of  writers  who  preceded  them,  men  who  possessed  little 
real  information,  and  whose  methods  were  as  uncritical 
as  their  own.  The  earliest  attempt  at  a  scholarly  dis- 
cussion of  the  problem  we  owe  to  the  renowned  German 
scientist  and  traveler,  Alexander  von  Hiunboldt.  In 
the  first  years  of  the  nineteenth  century,  Humboldt 

I  Colmeiro,  Eoon.  Polit..  vol.  ii,  p.  431.  note  2.    The  unit  refefred  to  is  probably  the 


s  Ibidem.  Navarrete  waa  ocv&ed  by  Gil  Gomalea  Davila  (Tbatro  de  laa  Grandeaaa 
de  U  l^Da  de  Bfadild,  1823,  pp.  471-173);  and  Uter  in  the  oentury  probably  by  Solor- 
aaao  Peieira  (De  Indianim  Jure,  1829-89,  Hb.  v,  oap.  i),  and  by  Nufiea  de  Caatro 
(Solo  Madrid  ea  Corte,  1880,  lib.  i.  cap.  18). 

>  Ibidem. 
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made  his  celebrated  journey  through  Mexico  and 
Spanish  South  America,  and  published  the  fruits  of  his 
observations  in  the  Easai  PoliUque  9ur  le  Boyaume  de  la 
NauveUe  Espagne.^  The  importance  of  his  researches 
concerning  the  gold  and  silver  production  of  America 
up  to  1800  need  not  be  dwelt  upon  here.  In  the  words 
of  Adolf  Soetbeer: 

"  Humboldt's  Schatzungen  zdchnen  dch  dadurch  vor  alien  frOherea 
Aufstellungen  aus,  dass  sie  nicht  in  Bausch  und  Bogen  den  geBamm- 
ten  Export  ohne  Unteracheidmig  der  einzelnen  FtoduktionalSnder 
und  Perioden  yeranachlagen,  sondem  die  wichtigeren  Minendis- 
trikte  und  die  verschiedenen  Perioden  speziell  untersuchen  .  .  . 
Eapital  xi.  des  '  Essai  Politique '  .  .  .  hat  hiermit  eine  wissen- 
schaftliche  Statistik  der  Edelmetalle  erdfifnet.  Nach  dem  £r- 
seheinen  dieser  wahrhaft  grundlegenden  Abhandlung  sind  alle 
Mheren  Aufstellungen,  ohne  auch  nur  noch  den  Versuch  einer 
Verteidigung  zu  finden,  aufgegeben  worden.  Die  Humboldt'schen 
Sch&tzungen  erlangten  eine  so  zu  sagen  klassische  Autorit&t.  Die 
hieraus  entnommenen  ziffermfissigen  Angaben  tlber  die  zu  Anfang 
dieses  Jahrhunderts  Statt  gehabten  Verh&ltnisse  der  Gold-  und 
SOber-Oewinnung  in  Amerika  so  wie  tlber  den  Geeammtbetrag  des 
bis  dahin  aus  Amerika  Qberhaupt  in  den  Verkehr  gebrachten 
Edelmetalls,  sind  unzahlige  Male  entweder  genau  wiederholt,  oder 
mit  nur  unwesentlichen  Xnderungen  in  spatere  statistische  Vorlagen, 
welche  die  Edelmetalle  betreffen,  tibergegangen."  * 

In  fact  it  was  not  until  1879,  when  Soetbeer,  professor 
at  the  University  of  Gottingen,  published  his  own  still 
more  thoro-going  researches,  that  the  conclusions  of 
Humboldt  were  at  all  questioned.  Hxunboldt  con- 
fined his  labors  to  the  gold  and  silver  production  of  the 
New  World.  Soetbeer  extended  his  survey  to  include 
the  eastern  as  well  as  the  western  hemisphere.  He 
brought  together  all  the  scattered  information  of  a 
trustworthy  nature  to  be  found  in  print,  used'  Himi- 
boldt's  sources  and  added  others,  employed  a  criticism 

>  Iflt  ed.,  Puis,  1811;  2d  ed.,  1827,  referred  to  in  this  chapter. 

*  Soetbeer.  Adolf,  Edelmetall-Produktion  und  WerthverfaAltniss  iwisehen  Gold  and 
Silber  weH  der  Entdedcunc  Ameriku  bis  sur  Gecenwart.     Gotha,  1879,  p.  3. 
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more  searching  than  his  predecessor's,  and  produced 
what  seemed  to  be,  with  some  few  possible  corrections 
and  additions,  the  final  word  upon  the  subject.  So  it 
was  regarded  by  his  contemporary,  Lexis,  who  in  the 
following  year,  1880,  suggested  some  emendations,  and 
materially  reduced  a  few  of  the  American  figures  for  the 
sixteenth  century.* 

Humboldt's  table  of  the  importation  of  gold  and  sil- 
ver from  America  before  the  year  1600,  is  as  follows:  * 

Pbkod  AiofUAL  Atbbaob  Hibtobzcai.  Rbiiabks 

1402-1500  250,000  pesos        Disoovery   of   the   AntiUeB  —  gold- 

¥ra8hmg8  of  Cibao  —  expedition  of 
Alonso  Nifio  to  the  coasts  of  Paria  — 
voyaise  of  Cabral  —  loss  of  Boba- 
dflla's  fleet. 
1500-1545        3,000,000     "*  Exploitation    of     Mexican    mines: 

Tasco,  Zultepeque,  Pachuca;  Pe- 
ruvian mines:  Porco,  Garangas, 
Andacava,  Oruro,  Carabaya,  La  Pai 
—  booty  of  Mexico,  Gaxamalca, 
Cu2co  —  conquest  of  New  Granada. 
1545-1600      11,000,000     '^  Mines  of  Zacatecas  and  Guanajuato 

in  Mexico  —  Cenro  de  Potosf  in 
Peru  —  tranquil  possession  of  Chili 
and  interior  of  Mexico. 

With  it  may  be  compared  Soetbeer's  conclusions  for 
the  entire  production  of  precious  metals  in  America  in 
the  sixteenth  century: 

Pbbiod  Annual  Avbbagb 

1493-1500 485,000  pesos 

1521-1544 2,966,000     « 

1546-1560 12,945,000     « 

1561-1580 12,003,000     « 

1581-1600 17,284,000     ** 

The  total  production  till  1600  he  therefore  reckoned  at 
about  865  million  pesos.^  Lexis'  figure  for  the  same 
period  is  only  795  millions/ 

<  Jafaibaoher  fOr  NatioiudAkonoinie  und  Statistik.  vol.  zxziv  (1880).  pp.  361  ff. 
*  Ewd  Polit.,  vol.  in.  p.  428.  >  Op.  dt..  pp.  107-106. 

«  Op.  eit..  p.  402. 
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Since  1880  no  one  has  attempted  to  review  or  improve 
upon  the  conclusions  of  these  two  Gennan  scholars. 
Their  calculations  have  been  accepted  with  the  same 
degree  of  faith  as  were  those  of  Humboldt  before  them. 
Indeed  they  had  exhausted  all  the  printed  and  readily 
accessible  sources  of  information.  The  only  other 
possible  recourse  would  have  been  to  materials  in  manu- 
script, and  such  materials,  even  if  their  existence  was 
known,  were  far  away  and  had  never  been  examined. 

The  chief  depository  of  Spanish  colonial  state  papers 
is  in  southern  Spain,  in  the  city  of  Seville,  —  the  Archivo 
de  Indias.  In  it  are  preserved  not  only  the  records  of 
the  Casa  de  Contratacion,  but  also  the  original  ledgers 
of  the  royal  treasurers  of  the  various  colonies  from  the 
very  first  days  of  the  exploration  and  conquest.  In 
Seville  may  be  seen  the  accounts  for  New  Spain 
(Mexico),  dating  from  September,  1521,  only  a  month 
after  the  storming  of  the  ancient  Mexican  capital. 
There  are  the  ledgers  of  the  treasxu^rs  of  Peru  from 
April,  1531,  when  the  royal  officials  joined  Pizarro  at  the 
seaport  of  Tumbez  before  the  historic  march  to  Caxa- 
malca.  And  there  too  may  be  found  the  records  —  less 
complete,  it  is  true,  but  just  as  instructive  —  of  the 
treasurers  of  the  realm  of  New  Granada,  of  Guatemala, 
and  of  the  West  Indian  islands. 

From  these  documents  one  should  be  able  to  secure  a 
juster  idea,  on  the  one  hand  of  the  quantities  of  gold  and 
silver  produced  in  the  New  World,  and  on  the  other  of 
the  extent  of  the  revenues  drawn  by  the  Spanish  crown 
from  its  American  possessions.  For  the  former  we  must 
depend  upon  what  we  can  learn  of  the  amount  of  the 
"  quinto,''  or  one-fifth  of  all  the  produce  of  the  mines, 
reserved  to  the  crown  (sometimes,  in  certain  localities, 
a  "  diezmo,"  or  one-tenth) ;  for  the  latter  we  have  the 
oiBScial  figures  of  the  receipts  from  year  to  year,  of  the 
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Casa  de  Contratacion,  from  the  foundation  of  that 
mstitution  in  1503. 

If  the  papers  of  the  colonial  treasurers  were  as  full  and 
carefully  itemized  for  the  earliest  as  they  are  for  later 
years,  we  should  possess  a  complete  record  of  all 
the  bullion  brought  to  the  royal  assay  offices  to  be 
registered,  stamped,  and  taxed.  There  are,  unfortu^ 
lately,  gaps  and  omissions  in  some  of  the  most  critical 
places.  The  financial  papers  of  the  Casa  de  Contrata- 
cion,  on  the  contrary,  have  come  down  to  us  entire. 
The  chief  difficulty  for  the  investigator  is  their  vol- 
uminousness.  The  returns  from  the  Indies  were 
classified  and  detailed  with  scrupulous  care.  To 
analyze  them  completely  so  as  to  discover  the  time  and 
place  of  each  shipment,  would  require  literally  years  of 
labor.  Yet  only  in  this  way  could  be  ascertained  the 
proportionate  amounts  contributed  to  the  royal  treasury 
by  each  colony.  I  had  to  be  content  with  figures 
representing  the  total  yearly  receipts,  and  with  a  careful 
examination  of  only  the  more  important  remittances. 
Even  the  data  so  secured  enable  one  to  substitute 
genuine  and  definite  figures  for  the  more  or  less  capri* 
cious  estimates  based  upon  chance  statements  of 
contemporary  chroniclers  and  travelers.^ 

II.    Mexico 

Mexico  was  the  first  of  the  great  gold  and  silver 
regions  of  the  American  continent  to  be  tapped  by  the 
Spaniards,  and  it  remains  in  the  twentieth  century,  as 
regards  these  commodities,  the  most  productive  of  all 

1  It  b  in  order  here  to  mention  a  iwmphlet  pubUsbad  in  1904  by  Sefior  F.  de  Ituijrmn 
(Real  AoadenuA  de  la  Hiatoria) :  "  Los  Caudalee  de  Indiae  en  la  primera  mitad  del  riglo 
xvi."  Tiiigleirfa  obtained  hi*  figures  from  tbe  same  reoords  of  the  Casa  de  Contrataoioii 
to  whioh  I  have  referred.  The  inaoourades  in  the  pamphlet  are  so  nnmenNis  that  to 
attempt  to  enumerate  them  would  be  profitless.  None  of  his  figures  or  statements  ean 
be  aeoepted  without  verification. 
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the  countries  of  Spanish  America.  Notices  of  the 
wealth  found  there  by  the  conquerors,  as  they  appear  in 
the  letters  of  Cortez,  and  in  the  narrative  of  Bemal 
Diaz  del  Castillo,  have  been  carefully  collected  and 
scrutinized  by  Humboldt  and  Soetbeer.  According  to 
Cortez'  own  testimony,  the  tribute  required  of  Mon- 
tezuma and  his  subjects  after  the  entry  of  the  Spaniards 
into  the  capital,  and  the  enforced  restraint  of  the 
Aztec  chieftain,  amounted  to  162,000  pesos  of  gold  and 
over  500  marcs  of  silver.^  The  booty  captured  when 
the  city  fell  the  second  time  was  little  over  130,000 
pesos,  the  rest  of  the  plunder  being  in  the  form  of  slaves, 
embroidered  cotton  cloths,  plumes,  jewels,  etc.'  Ber- 
nal  Diaz'  figures  are  higher  but  less  reliable.  He  puts 
the  tribute  of  Montezuma  at  600,000  pesos  in  gold,  and 
the  booty  taken  with  the  city  at  380,000  pesos.'  The 
treasure  that  survived  the  first  rout  of  the  Spaniards, 
and  the  royal  share  of  the  spoils  gained  in  the  final 
capture  of  the  capital,  together  with  private  remittances 
from  Cortez  and  his  followers,  were  sent  to  Spain  in 
three  caravels  in  charge  of  Alonso  de  Avila  and  Antonio 
de  Quinofies;  but  the  famous  French  corsair,  Jean 
Florin,  captured  two  of  the  vessels  beyond  the  Azores 
and  diverted  the  treasure  to  France.^  The  caravels 
carried,  besides  the  unvalued  jewels  and  objets  d'art, 
31,260  pesos  in  fine  gold  and  239  pesos  baser  gold  for  the 

1  Cortea'  3d  letter.  October  30.  1530;  G6iium,  lib.  ii.  cap.  46.  Beloie  the  tribute 
WM  melted  down,  Cortei  set  aside  m  a  epedml  gift  to  the  emperor,  jewele,  cold  and 
■Qtw  Taaea,  etc..  of  unoaual  workmAnehip,  to  the  value  of  over  100.000  ducats.  Beraal 
Oiai  complaina  that  at  least  two-thirds  of  such  booty  was  reserved  for  the  crown,  the 
soldieni  reoeivinc  only  a  paltiy  remainder. 

*  Cortes'  8d  letter.  May  15. 1522.  His  figures  are  corroborated  by  the  accounts  of 
the  first  royal  treasurer.  Julian  de  Alderete.  The  royal  quinto  of  the  cotton,  caoao, 
slaves,  and  similar  booty  captured  in  the  Conquest  was  valued  at  0,440  pesos  de  oro. 
(A.  de  I.,  4  —  1  — 1/19.  ramo  1.) 

«  H»t.  Veidadera.  caps.  104  and  157. 

*  AccordittK  to  Q5mara,  Florin  at  the  same  time  seised  another  vessel  returning 
from  the  Indies  with  a  cargo  of  62.000  ducats  in  gold,  600  maros  of  pearis  and  2,000 
anobasof  I 
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king,  and  perhaps  twice  as  much  on  the  account  of 
private  mdividuals.^  When  the  news  of  the  loss  reached 
Mexico,  Cortez,  partly  to  reimburse  the  emperor  for 
this  miscarriage,  partly  it  may  be  as  a  thank  offering  for 
his  appointment  to  the  governorship  of  New  Spain, 
hastened  to  gather  all  the  gold  and  silver  he  could  find 
for  a  second  gift  to  his  sovereign.  In  1524, 60,000  pesos 
in  gold,  the  product  of  the  quinto,  and  a  silver  cannon 
weighing  2,450  pounds,  were  forwarded  to  Seville  in  the 
care  of  the  treasurer,  Diego  de  Soto.' 

From  the  "  Coleccion  de  documentos  ineditos,  etc." 
and  from  the  Temaux-Compans  collection,*  Soetbeer 
assembled  what  evidence  he  could  find  bearing  upon  the 
amount  of  precious  metals  in  Mexico  after  the  conquest. 
Both  he  and  Lexis,  however,  base  their  estimates  of  the 
gold  and  silver  production  of  the  country  in  the  first 
half-century  upon  a  single  table  of  figures  published  by 
Temaux-Compans,  entitled:  ''  Envois  d'or  et  d'argent 
faits  par  les  gouvemeurs  et  vicerois  du  Mexique  .  .  . 
jusqu'lt  Tannfe,  1587,  etc."  *  This  table,  which 
Soetbeer  reprints  in  full,  appeared  in  a  French  transla- 
tion without  any  indication  of  its  source.  The  original 
was  probably  among  the  papers  of  the  historian  Munoz, 
to  which  Temaux-Compans  had  access.  A  Spanish 
<^opy,  evidently  emanating  from  the  same  source  but 

1  Coleoo.  de  doo.,  1st  seriM,  vol.  xii,  p.  352;  "  ReUoion  del  oro  x»UU  6  Joyas  6  otns 
coeas  que  loe  proouradoree  de  Nueva  Espafla  llevan  A  Su  Macestad.  Cuyoacan,  19 
Mayo,  1622."  Cf.  alao  the  register  of  the  eaiio  of  one  of  these  oaravela,  the  Sta.  Maria 
de  la  Rabida  (ibidem,  p.  253).  Bernal  Dias  says  (cap.  159)  that  the  vessels  earned 
88,000  pesos  in  gold  lingots  besides  the  treasures  of  Montesuma's  "  guazdarropa." 

The  figures  printed  by  Soetbeer  at  the  head  of  column  2,  p.  50  (op.  cit.),  are  given  an 
entirely  mistaken  meaning.  They  represent,  not  the  quinto  shipped  to  the  emperor  in 
1522,  but  the  receipts  of  Alderete  as  treasurer  up  to  that  time. 

*  Cortes'  4th  letter.  October  15, 1524;  G6mara,  lib.  ii,  cap.  64;  Bernal  Diai.  caps. 
150  and  170.     Soetbeer  calls  the  cannon  a  "  Geffas.'* 

*  Temaux-Compans,  H.,  Beoueil  dee  voyages  .  .  .  pour  servir  A  rhistoire  de  la 
dteottverte  de  TAmerique,  20  vols.  Paris,  1837-41.  Vols,  x  and  zvi,  "Documents 
relatives  au  Mezique." 

*  Ibidem,  vol.  z,  p.  451. 
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carrying  the  table  down  to  the  year  1601,  may  be  seen 
in  the  British  Museum.^ 

Soetbeer  seems  to  have  assmned  that  the  figures  of 
the  table  stood  for  the  ordinary  ''pesos  fuertes" 
of  8  reals,  worth  272  maravedis.  Professor  Lexis, 
however,  interpreted  them  as  representing  ''  pesos  de 
minas ''  of  450  maravedis  or  13^  reals,  and  made  his 
calculations  upon  that  basis.  The  fact  that  the  smaller 
units  were  "  tomines  "  and  ''  granos  "  lent  color  to  his 
conjecture.  On  the  other  hand,  the  document  dis- 
tinctly stated  that  the  various  kinds  of  pesos  were 
reduced  to  "  pesos  d'or  communs.''  Moreover  a  com- 
parison of  the  figures  with  those  given  by  Cortez  in  his 
letters,  and  with  others  found  in  the  ''  Golecc.  de  doc. 
ined.,"  would  have  raised  the  suspicion  that  the  smaller 
peso  was  meant.  The  sum  given  for  1522  is  really  the 
treasure  carried  by  the  two  proctors,  Avila  and  Qui- 
noiies,  reduced  to  pesos  of  8  reals.  The  99,264  pesos, 
5  tom.,  8  gr.  feet  down  for  1524,  is  exactly  the  60,000 
pesos  of  gold  mentioned  by  Cortez  as  sent  to  Spain  with 
the  silver  cannon  in  that  year.  Lastly,  figures  in  the 
ledgers  of  the  treasmers  of  New  Spain  entirely  confirm 
this  concliision.  The  first  premise  of  Professor  Lexis' 
calculations  was  therefore  a  mistaken  one.' 

Professor  Lexis  also  assumes  that  the  sums  sent  to 
Spain  on  the  royal  account  represented  in  the  long  run 
the  whole  of  the  quinto  of  the  produce  of  the  mines. 
That  would  be  reserved  with  especial  care  for  the 
crown,  the  expense  of  administration  in  the  Indies 
being  met  by  other  revenues.  The  figures  of  the  table, 
therefore,  multiplied  by  five  or  ten  as  the  case  might  be. 
Would  give  in  round  numbers  the  entire  registered  pro- 

'  Add.  Mas.  13.964,  fol.  196  ff. 

*  hadst  op.  oH.,  p.  880.  For  a  discuanon  of  units  of  value  in  Mexico  after  the  oon- 
queet,  ace  appendix  to  this  paper. 
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duction  for  those  years.  Soetbeer,  however,  introduces 
other  considerations:  (1)  a  part  of  the  quinto  was  often 
expended  in  America;  (2)  the  remittances  to  Spain 
included  revenues  in  addition  to  the  quinto;  (3)  5  per 
cent  was  added  to  his  silver  and  10  per  cent  to  his  gold 
figures  to  represent  the  bullion  unregistered.  For 
these  reasons,  the  estimates  he  arrives  at  are  somewhat 
less  than  those  based  simply  on  the  data  given  in  the 
table. 

The  results  obtained  by  these  two  scholars  are  the 
following:  ^ 


Soetbeer: 

Gold  .... 

3,110,760 

1,612,800 

4,723,560 

Silver  ... 

3,086,600 

9,433,600 

12,520,200 

TiBxifl: 

Gold  ... . 

8,900,000 

4,800,000 

13,700,000 

Silver  ... 

3,180,000 

13,720,000 

16,900,000 

My  own  estimates  for  the  first  forty  years  after  the 
conquest  are  based  entirely  upon  the  accounts  preserved 
in  Seville  of  the  early  treasurers  of  the  colony.  In 
those  for  the  first  decade  the  exact  amount  of  the  quinto 
is  not  always  clearly  indicated.  Inclusive  sums  are 
given  which  cover  not  only  receipts  from  this  source, 
but  other  items  such  as  tribute  of  the  Indians,  customs 
dues  and  judicial  fines.  I  have  consequently  been  com- 
pelled, in  some  cases,  to  make  an  approximation  based 
upon  a  comparison  with  the  figures  for  other  years. 

The  factor  I  have  used  to  represent  the  "  royal  fifth  " 
during  this  decade  differs  from  that  accepted  by  Soet- 
beer and  Lexis.  According  to  a  remark  dropped  by  the 
auditor  Salmeron  in  a  letter  to  the  emperor  of  August 

1  The  proportionate  AmoantB  Miigned  for  cold  and  silver  were  purely  arbitrary  aa- 
•umptiona.     No  real  data  were  at  hand. 
Humboldt's  figuree  for  Mezioo  were; 

1521-1648  40,600.000  peaoe  of  8  reals. 

154»-1600  104,000.000  pesos  of  8  reals. 

To  theee  eetimates  he  added  one-eeventh,  or  over  14  per  cent,  to  represent  buUioa 
unrenistered.     His  results  were  enormously  reduced  by  both  Soetbeer  and  Lexis. 
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14,  1631,  the  crown  in  the  years  1523-29  had  col- 
lected only  one-tenth,  thereafter  presumably  retummg 
to  the  full  1^^  quinto.^  But  it  is  evident  from  the 
treasury  papers  that  this  ''  diezmo  ^'  was  not  universal. 
On  some  bullion  one-fifth  was  paid;  on  others  one- 
eighth  and  one-ninth.  I  have  taken  one-eighth  as  a 
general  average. 

Apparently  by  a  cedula  of  September  17,  1548,  the 
quinto  on  silver  was  again  reduced  to  a  diezmo  for  sue 
years,  but  the  rule  applied  only  to  certain  districts. 
The  ordinance  was  several  times  renewed  till  1572,  and 
then  became  permanent.  Not  till  1723  was  there  a 
general  law  for  all  Mexico.  The  tax  on  gold  continued 
to  be  one-fifth  till  1572,  when  it  too  was  reduced  to 
one-tenth.*  For  the  silver  production  of  Mexico  in  the 
years  1548-60,  therefore,  I  have  again  used  the  factor  8. 

Another  consideration  to  be  noted  is  the  '^  derecho 
del  fundidor  ensayador  y  marcador."  In  these  Ameri- 
can records  it  is  clear  that  from  the  very  beginning  the 
crown  charged  1  per  cent  for  the  trouble  of  smelting, 
assaying  and  stamping  the  bullion  brought  to  the  assay 
offices.  This  1  per  cent  was  first  deducted  from  the 
bullion,  and  then  the  quinto.'  Charles  V  in  1552  raised 
the  tax  to  1}  per  cent;  ^  but  1  per  cent  continued  to  be 
levied  in  Mexico  for  some  years,  perhaps  till  1578  when 
another  cedula  repeating  the  order  of  1552  was  issued. 
The  new  rule  was  not  put  into  force  at  Potosf  till  1585.* 

>  TenuMU-ComxMiM,  Qp.  eit.,  yol.  and,  p.  170. 

*  QaOardo  FtonaiidM,  F.,  RentM  de  U  eorona  de  Espafia,  yol.  vi«  pp.  1-19; 
Duport,  St.  Clair,  De  la  production  des  metauz  predeuz  au  Mezique.  Paria,  1848, 
p.  101.  The  ori^nal  oedulas  bearing  upon  this  po^t  I  haye  not  been  able  to  find,  but 
thdr  import  ia  oonfinned  by  the  treasury  papers.  The  general  oidinanoe  was  not  ex- 
tended to  Pera  tin  1730. 

«  The  role  was  embodied  in  a  general  decree  by  Philip  n  in  157tt.  (Heoop.,  lib.  yiii, 
tit.  10,  ley  19.) 

«  BMop.,  lib.  hr,  tit.  23,  ley  13. 

•  Add.  Biss.  18.976,  fol.  405  ff.  In  1622,  the  emperor  nominated  his  seeietaiy, 
naafliseo  de  los  Cobos,  "  fundidor,  ensayador  y  mareador  mayor  "  for  all  New  Spain. 
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As  the  combined  charge  amounted  to  only  20f  per 
cent,  I  have  not  taken  this  tax  into  account  in  my 
calculations. 

Finally,  it  is  evident  from  the  treasury  papers  that 
part  of  the  tribute  of  the  Indians  was  in  the  form  of  gold- 
dust.  Such  tribute  paid  to  private  "  encomenderos  " 
was  subject  to  the  "  royal  fifth/'  *  and  is  included  in  the 
figures  for  the  quinto.  Revenue  from  this  so\u*ce  on  the 
crown  estates,  however,  naturally  represented,  not  one- 
fifth,  but  the  entire  yield  of  the  gold-washings.  To 
cover  this  production  I  have  added  to  my  results,  for 
the  first  period  10  per  cent,  for  the  second  2}  per  cent,  of 
the  tribute  of  the  Indians.' 

The  conclusions  arrived  at  are  the  following: 

1521^14  1545-60  Totals 

Gold 5,348,900  343,670  5,692;570 

saver 4,130,170  22,467,110  26.597,280 

The  entire  output  of  gold  and  silver  had  a  value  of 
32,289,850  pesos  of  8  reals.  Professor  Lexis'  figure  was 
30,600,000  pesos;  that  of  Soetbeer,  17,243,750  pesos. 

The  final  result  achieved  differs  Uttle  from  that  of 
Lexis.  This,  however,  is  only  an  accident,  as  his  esti- 
mates are  based  on  a  mistaken  reading  of  the  Temaux- 
Gompans  table.  Had  he  interpreted  the  table  aright, 
his  totals  would  have  been  imder  twenty  miUions.  His 
surmise,  therefore,  that  the  remittances  from  New  Spain 

In  1534  the  patent  was  extended  to  include  Peru.  Santa  Malta  was  added  in  1535,  and 
the  lesion  of  Central  America  in  1538.  As  "  fundidor  mayor  '*  Coboa  enjoyed  the  in- 
come from  the  1  per  cent  coUected  for  the  crown*  and  after  his  death  the  tax  continued  to 
be  called,  the  "  Coboa."  In  1552  an  annuity  of  3,000.000  maravedis  on  the  produce  of 
this  tax  was  granted  to  his  son  and  widow.  (A.  de  I.,  2  —  1  —  220/16;  4  —  1  —  1/19. 
ramo  2;  139  —  1—7,  Ub.  13.  fol.  64;  Patr.  2  —  5  —  1.  no.  2,  ramos  16, 17;  Aud.  de 
Lima,  109  —  7  —  1.  Restrepo,  V.,  Estudio  sobre  las  minas  .  .  .  de  Colombia.  2d 
ed.    Bogota.  1888.  p.  207. 

1  Becop.,  Ub.  Tiii,  tit.  10,  leyes  6,  7. 

*  I  have  found  no  evidence  that  there  were  any  mines  in  Mexico  exploited  on  the 
account  of  the  crown.     Such  is  also  the  testimony  of  Humboldt. 
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to  Seville  represented  on  an  average  all  of  the  quinto 
reserved  to  the  Crown  proves  to  be  incorrect. 

Furthermore,  the  proportionate  amounts  assigned  by 
Lexis  for  gold  and  silver  were  wide  of  the  mark.  He 
far  over-estimated  the  production  of  gold,  and  under- 
estimated that  of  silver.  Soetbeer's  approximation  for 
gold  was  much  closer  to  the  truth.  Both  were  imaware 
how  great  was  the  decline  in  the  yield  of  gold  within 
twenty-five  years  after  the  coming  of  the  Spaniards. 
The  production  of  silver,  on  the  other  hand,  began 
earlier  and  made  greater  strides  than  either  imagined. 
The  famous  silver  mines  of  Zacatecas  were  not  discov- 
ered till  1548.  Ten  years  later  were  opened  the  deposits 
at  Guanajuato,  the  richest  the  world  has  ever  known.^ 
But  even  before  1548  the  exploitation  of  less  celebrated 
mines  had  vastly  augmented  the  metallic  output  of  the 
country.  The  average  annual  yield  in  1540-44  was 
over  three  times  that  of  the  decade  immediately  preced- 
ing, and  was  itself  almost  doubled  by  the  yield  of  the 
years  1544-48. 

An  idea  of  the  variations  in  the  production  of  gold 
and  silver  may  be  gained  from  the  following  table, 
which  summarizes  my  own  conclusions: 

Ateragb  Annual  Pboduchon  (bsckonbd  in  maravbdib) 


Puiod 

Gkdd 

SQver 

Aug., 

1624-Nov., 

1531 

54,945,000 

2,335,000 

Nov., 

1531-July, 

1539 

72,145,000 

47,950,000 

Aug., 

1539-May, 

1544 

40,890,000 

152,050,000 

June, 

1644-Dec., 

1549 

13,495,000 

269,140,000 

Jan., 

1560-Mar., 

1553 

4,600,000 

405,100,000 

Mar., 

1553-Aug., 

1555 

2,560,000 

507,800,000 

Aug., 

1555-Jaii., 

1560 

1,100,000 

467,475,000 

1  Humboldt,  Easu  Polit..  ttr.  iv.  oh.  sL 


Digitized  by  LjOOQ IC 


448  QUARTERLY  JOURNAL  OF  ECONOMICS 


III.  Peru 

When  we  investigate  the  gold  and  silver  production  of 
the  vice-royalty  of  Peru  and  its  dependencies,  the  dif- 
ference between  the  figures  obtained  in  Seville  and  those 
of  Soetbeer  and  Lexis  becomes  more  striking.  The 
two  German  scholars  made  separate  estimates  for  Peru 
proper  (the  confines  of  the  present-day  republic)  and  for 
each  of  the  outlying  regions  of  Upper  Peru  (Bolivia)  and 
Chili.  But  in  the  sixteenth  century  all  three  were  part 
of  the  same  vice-royalty,  and  seem  to  have  been  in 
financial  administration  dependent  upon  the  royal 
treasurer  at  lima.  There  are  no  individual  accoimts  in 
Seville  for  Upper  Peru  or  Chili;  and  in  the  reports  of  the 
precious  metals  brought  back  by  the  great  fleets,  the 
gold  and  silver  coming  from  the  Pacific  coast  of  South 
America  is  always  entered  under  the  rubric  "  Peru," 
and  not  itemized  separately  for  the  three  districts.  The 
presumption,  therefore,  is  that  the  receipts  of  the 
"  Hacienda  Real "  in  Upper  Peru  and  Chili  —  or  at 
least  the  quinto  —  entered  into  the  accounts  of  the 
royal  treasurer  at  lima.  And  this  presumption  is 
borne  out  by  an  examination  of  the  accounts  them- 
selves. 

It  is  impossible  with  any  assurance  of  accuracy  how- 
ever, to  separate  in  these  ledgers  the  receipts  coming 
from  the  three  regions.  The  silver  of  Potosf  and  the 
gold  from  the  vicinity  of  Cuzco '  passed  through  the 
city  of  Arequipa  for  shipment  up  the  coast  to  lima;  and 
are  noted  in  the  treasurers'  books  merely  as  coming  via 
Arequipa,  or  as  "  oro  y  plata  que  se  trae  de  fuera  desta 
ciudad.^'  It  will  be  necessary,  therefore,  to  compare  the 
results  from  the  figures  in  the  Sevillan  archives  with  the 

>  DoabtkM,  too,  the  fold  whioh  the  oopqufatadoreg  may  hAve  found  in  Chili. 
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figures  of  Soetbeer  and  of  Lexis  for  Peru,  Upper  Peru 
and  Chili  combined. 

For  Peru  in  the  sixteenth  century,  Soetbeer  and  Lexis 
had  for  guidance  only  the  reports  of  booty  secured  from 
the  natives  by  the  initial  conquerors,  and  the  scattered 
and  often  untrustworthy  figures  of  travelers  and  his* 
torians  like  Cieza  de  Leon,  Zarate,  G6mara  and  Herrera. 
Their  conclusions  —  which  at  most  could  be  merest 
guess-work  —  differed  considerably,  Lexis  increasing 
Soetbeer's  figures  for  gold-production  and  greatly  de- 
creasing those  for  silver.  Their  results  in  tabular  form 
are  as  follows:  ^ 


Pbbu 


1533-44 


1645-60 


Totab 


Soetbeer: 
Gold  ... 
saw  .. 

3,318,000 
.     13,080,000 

1,896,000 
30,720,000 

5,214,000 
43,800,000 

Gold  ... 
Silver  .. 

3,903,000 
5,294,000 

5,204,800 
7,059,000 

9,108,400 
12,353,000 

For  the  gold-production  of  Chili  there  were  even  less 
available  data  than  in  the  case  of  Peru,  and  the  figures 
of  Soetbeer  and  Lexis  are  consequently  even  more 
problematical.  Lexis  accepts  the  approximation  of 
Soetbeer,  which  for  the  years  1545-60,  amounted  to 
12,800,000  pesos.*  We  have  no  knowledge  of  any  pro- 
duction of  silver  in  Chili  during  this  period. 

For  Upper  Peru,  and  especially  for  the  mines  of 
Potosf,  more  information  of  a  reasonably  reliable  sort 
was  to  be  had.  There  was  the  testimony  of  Cieza  de 
Leon,  who  visited  Potosf  in  1649,  to  the  effect  that  the 

1  Soetbeer,  op.  oit.,  p.  60;  Lezis,  op.  <dt.,  pp.  397-^90.  The  fisures  for  goldrproduc- 
tion  are  baaed  on  the  carrency  standard  in  Spain  in  the  sixteenth  century,  which  implied 
a  ratio  of  fold  to  silver  of  1-10.11.  The  original  figures  in  the  works  dted  are  based 
on  the  standard  of  1870:  1-15.5.  I  have  made  the  same  oorreotion  for  the  gold-pro- 
duction of  Chili  and  Upper  Peru. 

ir,  op.  oit.,  p.  82;  Lexis,  op.  cit.,  p.  400. 
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quinto  of  the  silver  mined  in  that  year  amounted  to 
about  120,000  pesos  de  minas  a  month  (or  1}  millions  a 
year).^  It  was  known  that  over  a  million  ducats  were 
brought  to  Spain  from  Peru  by  the  great  Jesuit  states- 
man Gasca  in  1550,  after  he  had  extirpated  the  unholy 
brood  of  the  Pizarros  —  a  sum  which  presumably  rep- 
resented all  the  funds  in  the  royal  chests  gathered  in 
the  previous  four  or  five  years  and  surviving  the  chaos 
of  the  civil  wars.  Jos6  de  Acosta  relates  that  when  he 
was  in  Peru  in  1574,  the  viceroy  Toledo  had  an  estimate 
prepared  of  the  sums  from  which  the  quinto  had  been 
collected  at  Potosf  since  the  opening  of  the  mines  in 
1545.  The  report  was  based  for  the  earliest  years  on  the 
memory  of  siuviving  officials,  the  books  having  been 
lost;  and  the  estimated  figure  was  76  million  pesos  de 
minas.'  Finally,  there  were  the  reports  made  to  the 
Spanish  crown  in  1784  and  1802  by  the  royal  treasurer 
at  Potosf,  D.  Lamberto  de  Sierra,  of  the  royalties 
collected  each  year  since  1556.  The  earlier  of  these 
was  used  by  Humboldt  without  his  being  aware, 
apparently,  of  its  original  source.  Soetbeer  quotes  it 
from  Humboldt  and  also  refers  to  the  later  report  of 
1802.  Lexis  for  the  first  time  indicates  their  common 
origin.  Sierra,  in  his  second  report,  estimates  the 
average  annual  yield  of  the  quinto  during  the  first 
eleven  years  (1545-55)  at  443,000  pesos. 

All  of  these  data  were  used  in  turn  by  Humboldt, 
Soetbeer  and  Lexis,  but  with  somewhat  different  re- 
sults. Humboldt  calculated  that  the  average  yearly 
return  of  the  quinto  at  Potosf  during  the  eleven  proble- 
matical years  was  2,300,000  pesos  of  8  reals;  which  pre- 
supposes an  annual  silver  production  of  11,500,000 
pesos,  and  a  total  registered  production  for  the  eleven 

i  Croniea  del  Pmxi,  cap.  OTJii. 

*  Hist.  Nat.  y  Moral  de  las  Indias.  lib.  iv,  cap.  7. 
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years  of  127,500,000  pesos.^  As  he  assumed  that  a  fifth 
of  the  metal  extracted  was  never  registered  and  taxed, 
another  32  millions  must  be  added  to  cover  this  fraud. 

Soetbeer,  and  Lexis  after  him,  believed  that  Hiun- 
boldt's  figures  were  greatly  exaggerated.  Soetbeer 
evidently  used  as  the  basis  of  his  calculations  the  esti- 
mate of  Sierra.  Presuming  that  Siara  meant  pesos  de 
minas  of  13}  reals,  and  that  in  this  early  period  at  least 
half  the  silver  mined  was  not  registered,  Soetbeer 
reckoned  the  average  annual  production  of  silver  in 
Potosf  and  the  rest  of  Upper  Peru  at  7,820,000  pesos  of 
8  reals,  the  tof al  production  for  the  eleven  years  at  86 
millions. 

Lexis,  however,  makes  it  clear  that  Sierra  meant 
pesos  fuertes,*  and  also  throws  doubts  upon  the  trust- 
worthiness of  Sierra's  estimate.  He  prefers  to  base 
his  computations  on  the  figures  secured  by  Toledo  in 
1574,  as  related  by  Acosta.  Assuming  that  the  76  mil- 
lions represents  the  total  amount  of  silver  produced  from 
1545  to  1574,'  and  using  the  official  figures  furnished  by 
Sierra  for  the  quinto  in  the  years  1556-74,  he  concludes 
that  the  total  amount  extracted  between  1545  and  1555 
was  about  54  miUion  pesos  de  minas  or  about  89  miUion 
pesos  of  8  reals.  This  result  is  so  close  to  the  approxi- 
mation of  Soetbeer,  86  millions  —  tho  obtained  by  so 
entirely  different  a  method  —  that  Lexis  accepts  Soet- 
beer's  figure. 

For  the  period  1556-60,  Soetbeer  and  Lexis  both 
make  use  of  the  official  figures  supplied  by  the  treasurer 
Sierra.     As  Soetbeer,  however,  reads  Sierra's  table  in 

I  Humboldt  is  ■ilent  resanUng  the  posrible  fold-produotioa  of  Upper  Pttra. 

'  Thie  oonduflion  of  Lbxib  ia  borne  out  by  a  seventeenth  century  document  in  the 
British  Museum  (Add.  Mm.  13,976,  fd.  406),  which  covers  the  same  ground  as  does 
8ieiTa*s  mport  up  to  the  year  1640,  but  with  results  reclconed  in  pesos  de  minas.  It  is 
referred  to  in  the  text  as  Eohavarria's  table. 

*  Acosta  gives  this  sum  as  representing  only  the  silver  registered. 
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pesos  de  minas,  and  Lexis  in  pesos  fuertes,  and  as  Soet- 
beer  adds  100  per  cent  to  represent  the  silver  un- 
registeredy  and  Lexis  adds  only  50  per  cent,  the  results 
differ  considerably.  To  these  five  years  Soetbeer  gives 
a  total  silver  production  of  34,110,000  pesos  fuertes; 
Lexis  arrives  at  the  figure  16,000,000  pesos  fuertes. 

Neither  writer  possessed  any  data  regarding  the  pro- 
duction of  gold  in  Upper  Peru  in  this  period,  and  altho 
each  suggests  approximate  figures,  they  are  obviously 
of  the  most  doubtful  nature.  Soetbeer  presumes  an 
annual  output  of  1,000  kilograms,  worth  at  the  six- 
teenth century  ratio,  6,330,000  pesos.  Lexis  believes 
the  gold  production  between  1545  and  1800  to  have  been 
about  80,000  kilos;  which  gives  us  1,978,000  pesos  as  the 
total  for  the  years  1545-60. 

The  results  may  be  summarized  in  the  following 
table: 


Upper  Peru 

Silver: 

1545-65 

1556-60 

Totals 

Soetbeer 

86,000,000 

34,110,000 

120,110,000 

Lens 

86,000,000 

16,000,000 

102,000,000 

Gold: 

1545-60 

Soetbeer 

6,330,000 

Lexis 

1,978,000 

My  own  conclusions  rest  again  entirely  upon  an  exam- 
ination of  the  ledgers  of  the  royal  treasurers  of  Peru  now 
in  the  Sevillan  archives.  The  first  treasurer,  Alonso 
Riguelme,  began  the  exercise  of  his  office  in  April,  1531, 
when  Pizairo  and  his  band  were  preparing  to  leave 
Tumbez  for  the  uplands  of  the  interior.  His  steward- 
ship came  to  an  end  only  with  his  death  in  May,  1548. 
His  receipts  include,  therefore,  the  royal  share  of  the 
booty  at  Caxamalca,  Cuzco,  etc.,^  the  quinto  from 

>  The  T«rioii8iixteenth  century  Moounts  of  Uwnoaom  of  AtahualpAluive  been  a^ 
teviewed  and  eridelwd  by  Soetbeer  and  Lexis.    They  need  not  agmin  be  repeated.    Cf . 
Lexis,  op.  dt.,  pp.  982-398;  Soetbeer,  op.  oit.»  pp.  05HM. 
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the  mines  of  Peru  during  the  first  fifteen  years  of  the 
colony's  existence,  and  the  royal  income  from  Potosf 
in  the  three  years  immediately  following  the  discovery 
of  the  famous  silver  deposits  there.     The  exact  amounts 
accruing  from  each  of   these  three  sources  are  not 
made  clear,  nor  is  the  gold  and  silver  always  separated 
in  the  accounts.     Doubtless  during  the  confusion  of  the 
first  decade,  the  books  were  not  kept  with  the  scrupu- 
lous regard  for  detail  which  is  evident  in  later  rec- 
ords.    Whereas  the  tribute  of  the  Indians,  judicial 
fines,  cruzada,  etc.,  are  entered  separately,  there  are 
also  great  simis  of  gold  and  silver  grouped  together  as 
coming  from  no  particular  source.    The  latter,  I  believe, 
we  may  confidently  assmne  represent  the  royal  share  of 
the  plunder  and  of  the  output  of  the  mines.     Only  the 
quinto  from  Peru  for  the  years  1544  to  1548  is  specifically 
itemized.     These  sums  total  1,183,306  pesos  de  minas 
of  gold  and  silver,  and  169,119  marcs  of  silver  in  bars. 
Reducing  the  figures  to  pesos  of  8  reals,  we  have  as  the 
total  for  the  quinto  during  the  years  1531-48,  —  3,331,- 
770  pesos,  which  presumes  the  entire  registered  amount 
of  gold  and  silver  to  have  been  about  16,658,850  pesos. 
During  the  decade  1548-57,  six  treasurers  filled  the 
office  left  vacant  by  Riguelme's  death.     In  their  ac- 
counts the  quinto  collected  within  their  immediate 
jurisdiction  of  Peru,  and  the  receipts  from  the  neighbor- 
hoods of  Guzco  and  Potosf ,  £u%  kept  separate.     So  also 
are  the  figures  for  gold  and  silver  from  1550  onwards. 
But  it  is  impossible  to  separate  the  figures  for  Potosf 
from  those  for  Guzco,  except  by  supposing  that  all  the 
gold  came  from  Guzco  and  all  the  silver  from  Potosf. 
Moreover,  there  are  gaps  in  the  accounts  to  be  filled  up. 
I  could  find  no  itemized  receipts  for  the  period  January, 
1551-May,  1552,  and  the  items  for  1550  are  obviously 
incomplete. 
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The  results  I  secured  are  the  following.  The  quinto 
collected  in  Peru  from  May,  1548  to  December,  1550, 
and  from  May,  1552  to  December,  1557,  was  372,968 
pesos  de  minas  of  gold  and  assayed  silver,  and  34,104 
pesos  of  current  silver.^  For  the  months  from  January, 
1551  to  May,  1552  no  figures  are  available,  but  from  an 
examination  of  the  accounts  inmiediately  before  and 
after,  65,000  pesos  de  minas  has  been  assumed  as  the 
income  for  this  period. 

The  receipts  from  Cuzco  and  Potosf  from  May,  1552 
to  December,  1557  were  1,700,504  pesos  de  minas  of 
gold  and  assayed  silver,  21,256  pesos  of  ciurent  silver, 
3,299  marcs  of  silver  in  bars,  and  7}  marcs  of  base  silver. 
For  the  four  years  from  May,  1548  to  May,  1552,  the 
data  are  insufficient.  I  therefore  sought  an  average 
for  these  years  from  other  sources.  The  annual  gold 
production,  by  reference  to  figures  after  1552, 1  fixed  at 
about  30,000  pesos  de  minas  or  50,000  pesos  of  8  reals. 
The  silver  from  Potosf  I  reckoned  at  about  284,000 
pesos  de  minas  or  470,000  pesos  of  8  reals  and  for  the 
following  reasons.  It  is  quite  likely  that  the  large  single 
item  of  bar  silver  in  Riguelme's  accounts,  169,119  marcs, 
represents  the  silver  that  had  come  from  the  royal  assay 
office  at  Potosf.  If  this  be  so,  it  implies  an  average 
annual  yield  of  276,850  pesos  de  minas  or  458,000  pesos 
of  8  reals.  This  figure  is  very  close  to  Sierra's  estimate 
of  443,000  pesos;  and  Sierra,  in  spite  of  the  doubts  of 
Dr.  Lexis,  probably  had  access  to  more  information 
than  any  of  those  who  have  come  after.  In  1552-57 
the  receipts  from  Potosf  seem  to  have  amounted  to 
about  1,5(36,000  pesos  de  minas,  or  284,000  a  year.'  In 
Echavarria's  table  the  figures  for  1556  and  1557  are 

1  Current  silver  I  have  reckoned  at  a  diooount  of  about  12|  per  cent. 

>  I  have  taken  the  '*  plata  ensasrada  "  aa  repreeenting  the  quinto  from  Potoef.  and 
Mem  Justified  by  the  retuH. 
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278,000  and  289,000  respectively.  I  consequently 
fixed  the  annual  average  for  the  years  1548-52  at  284,- 
000.  The  entire  quinto  from  Cuzco  and  Potosf  during 
these  four  years  probably  yielded,  therefore,  about 
2,080,000  pesos  fuertes  of  8  reals. 

On  the  basis  of  the  above  figures  the  product  of  the 
quinto  in  the  vice-royalty  of  Peru  during  the  years 
1548-57  was  in  round  numbers  5,360,000  pesos  fuertes, 
and  the  entire  registered  output  of  the  precious  metals 
was  26,800,000. 

As  my  original  intention  was  to  confine  myself  to  the 
reign  of  Charles  V,  I  did  not  carry  the  examination  of 
the  records  beyond  1557.  So  I  am  forced  to  make  use  of 
an  approximate  figure  for  the  next  three  years,  1558-60, 
The  average  annual  receipts  from  the  sources  under  con- 
sideration, in  the  twenty-nine  months  from  July,  1555  to 
December,  1557,  were  784,750  pesos  of  8  reals.  Cor^ 
recting  this  figure  by  reference  to  the  quinto  collected  in 
Potosi  during  1558-60, 1  accepted  700,000  pesos  fuertes 
as  the  likeliest  approximate  annual  income  from  all  the 
provinces  of  the  vice-royalty.  The.total  registered  out- 
put for  the  three  years  would  then  be  10,500,000  pesos. 

The  preceding  results  may  be  tabulated  as  follows: 

Gold  amd  Szlvbr 
QuxMTO  RxGianBBxo 

1631-48 3,331,770  16,668,850 

164&-67 6,360,000  26,800,000 

1668-60 2,100,000  10,600,000 

Totals 10,791,770  63,968,860 

To  attempt  an  estimate  of  the  entire  amount  of  the 
precious  metals  extracted,  one  must  take  into  account 
the  factor  of  fraud.  It  is  the  testimony  of  all  writers 
from  Cieza  de  Leon  onwards,  that  large  quantities  of  the 
gold  and  silver  produced  at  the  mines,  especially  at 
Potosf,  never  reached  the  government  assay  ofl&ce,  but 
were  smuggled  away  to  avoid  payment  of  the  royal  fifth. 
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At  Potosl  before  1560,  Soetbeer  reckoned  this  fraud  to 
have  embraced  a  half  of  the  entire  output.  Lexis 
would  reduce  it  to  one-third.  What  it  amounted  to 
in  Peru,  neither  has  attempted  to  estimate.  Yet  that 
it  was  just  as  apt  to  be  carried  on  there  as  in 
Upper  Peru  is  obvious,  expecially  in  view  of  the  dis- 
organized state  of  the  country  during  the  first  twenty- 
five  years  of  its  history. 

Any  determination  of  the  actual  extent  of  such  fraud 
is  in  the  very  natiu^  of  the  case  impossible.  The  factor 
employed  to  represent  it  can  be  only  the  merest  con- 
jecture. The  criticism  of  Lexis,  that  Soetbeer's  figure  is 
too  high,  seems  on  the  whole  to  be  a  just  one.  His  own 
estimate  is  probably  nearer  the  truth.  Yet,  during  the 
first  few  years  after  the  discovery  of  the  silver  deposits  in 
the  "  Cerro,"  the  amount  of  treasure  unregistered  must 
have  been  very  great.  It  may  easily  have  been  50  per 
cent  or  more.  I  should,  therefore,  make  the  following 
additions  to  the  figures  tabulated  above. 

The  whole  registered  output  for  the  years  1531-48, 
16,658,850  pesos,  seems  to  represent  about  9,788,000 
pesos  from  Peru  and  the  rest  (the  169,119  marcs)  from 
Potosl.  The  Peruvian  figure  may  be  considered  as  two- 
thirds  of  the  total  output  of  the  mines,  the  figure  for 
Potosl  as  only  one-half.  On  this  basis,  the  entire  pro- 
duction of  the  vice-royalty  in  these  years  would  be 
about  28,400,000  pesos. 

For  the  years  succeeding  1548,  I  have  accepted 
Lexis'  factor  of  3/2.  The  total  figure  for  this  period 
may  then  be  fixed  at  about  55,950,000  pesos,  and  the 
entire  production  of  the  vice-royalty  from  the  con- 
quest to  1560,  at  84,350,000. 

To  discover  the  proportionate  amount  of  this  output 
contributed  by  Chili  is  impossible  from  the  data  sup- 
plied in  the  treasury  records.     An  estimate  may  be 
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hazarded,  however,  of  the  sum  extracted  from  Potoef, 
and  also  of  the  relative  amounts  of  gold  and  silver  in  the 
vice-royalty. 

The  figures  taken  to  represent  the  quinto  of  Potosf 
from  1545  to  1557  have  aheady  been  indicated^  For  the 
last  three  years,  1558-60,  the  official  retiuns  of  Echavar- 
ria  have  been  used.     The  results  are  as  follows: 


QUD«TO  OF  PoToef 

154f-48 

830,565  peeoe 

1  de  minas  (169,119  marcs) 

154^^^ 

1,136,000     ' 

u        a 

1563^57 

1,566,000     « 

tt        tt 

1558-60 

708,945     ' 

u         u 

Totals 

4,241,510     « 

u         '« 

7,017,200     « 

ofSreals 

If  we  accept  these  figures  and  take  into  account  the  prob- 
able fraud,  the  total  production  of  Potosf  before  1560 
must  have  been  about  56  millions.^  Soetbeer  arrived  at 
120  millions.  Lexis  at  102  millions. 

If  Potosf  produced  56  millions,  28  millions  remain  as 
the  production  of  Peru  and  Chili  between  1533  and 
1560.  Soetbeer's  approximation  is  nearly  62  millions, 
that  of  Lexis  about  34  millions.  Very  likely  both 
writers  have  vastly  exaggerated  the  gold  production  of 
Chili  during  these  pioneer  years. 

According  to  the  ledgers  of  the  royal  treasurers,  the 
gold  quinto  between  May,  1552  and  December,  1557, 
amounted  to  188,969  pesos  de  minas.  This  presup- 
poses an  average  annual  production,  including  the 
amounts  unregistered,  of  about  420,000  pesos  fuertes. 
Lexis  assumed  for  the  period  1545-60  an  annual  output 
in  Peru  of  about  325,300,  and  in  Upper  Peru  of  about 
123,500  pesos.  Soetbeer's  figures  were  118,500  for 
Peru,  and  395,000  for  Upper  Peru. 

1  About  two-ihirds  of  the  entira  output  of  the  vioe-foyalty  from  1633,  •nd  perfaapt 
80  per  ooBt  of  the  Droduetkm  after  1645. 
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It  seems,  therefore,  in  conclusion,  that  both  Soet- 
beer  and  Lexis  greatly  over-estimated  the  production  of 
the  mines  of  Potosf  during  the  eleven  problematical 
years,  1646-56.  As  for  the  rest  of  the  vice-royalty, 
Lexis'  result  is  very  close  to  the  one  based  on  the 
treasury  papers.  The  difference  may  easily  be  ac- 
coimted  for,  as  already  said,  by  exaggerated  figures 
assumed  for  Chili.  In  regard  to  the  annual  gold  pro- 
duction, if  we  again  ignore  Chili,  Lexis  seems  very  near 
the  truth.  Soetbeer  over-estimates  by  a  fourth  or  a 
fifth. 

SUIIMABT 
Soelbetr  Lexia  Pnteni  BitimaU 

Peru.    1533-60: 

Gold 5,214,000  9,108,400     \  oft  wnnn 

SUver 43,800,000  12,353,000     /^'^»"'"^ 

Upper  Peru.    1545-60: 

Gold 6,330,000  1,978,000     \  e^nnnnnn 

saver 120,110,000  102,000,000      /^'"^'"^ 

ChiU: 

Gold 12,800,000  12,800,000 

Totals: 

Gold 24,344,000  23,886,400 

Silver 163,910,000  114,353,000 

Grand  Totals   ..  188,254,000  138,239,400        84,350,000 

IV.  New  Granada 

Of  all  the  lands  in  the  New  World  subdued  by  the 
Spaniards,  that  which  in  the  end  proved  richest  in  the 
golden  booty  sought  by  the  conquerors  was  the  region 
called  by  them  the  Reahn  of  New  Granada,  today  the 
republic  of  Colombia.  Its  exploration  and  conquest, 
except  along  the  coasts,  came  very  late,  after  that  of 
Peru,  in  the  years  1534-38.  The  initial  booty  of  the 
Spaniards  was  less  than  the  ransom  of  Atahualpa,  but 
the  gold  extracted  from  its  mines  and  streams  soon  sur- 
passed in  quantity  that  produced  by  Mexico  or  Peru. 
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Santa  Marta,  the  first  pennanent  settlement  within 
the  limits  of  the  present  republic,  was  founded  in  1525 
by  Rodrigo  de  Bastides,  one  of  the  earliest  explorers  of 
the  Caribbean  coasts.  Eight  years  later  a  companion  of 
Bastidas,  Pedro  de  Heredia,  laid  the  first  stones  of  the 
more  famous  Cartagena  de  Indias.  But  altho  vague 
rumors  were  current  of  El  Dorado  and  of  wealthy, 
civilized  nations  living  on  the  high  plateaux  of  the 
interior,  it  did  not  fall  to  the  lot  of  either  to  verify  them. 
Bastidas  gathered  a  few  thousand  pesos  of  gold,  the 
slow  accumulations  of  generations  of  Indians  from  the 
sands  of  the  neighboring  rivers  and  creeks;  but  he  lost 
his  life  at  the  hands  of  envious  associates.  Expeditions 
set  out  from  Cartagena  into  the  interior  after  1534,  and 
returned  with  extraordinary  tales.  In  a  single  Indian 
cemetery  (were  we  to  believe  accounts  so  obviously  ex- 
aggerated), golden  ornaments  were  coUected  to  the 
value  of  300,000  pesos!  Cieza  de  Leon,  who  as  a  lad  of 
nineteen  accompanied  an  expedition  in  1537,  gave  most 
enthusiastic  descriptions  of  the  riches  of  the  country. 
If  the  gold  of  all  this  region,  he  says,  had  belonged  to  a 
single  prince,  his  wealth  would  have  been  greater  than 
that  of  the  Incas.^ 

These  gold-hunting  raids  from  Cartagena,  however, 
did  not  penetrate  to  the  seat  of  the  so-called  Chibcha 
empire.  The  conquest  of  New  Granada  belongs  to  an 
obscure  lawyer,  Gonzalo  Jimenez  de  Quesada,  who 
came  to  Santa  Marta  in  January,  1536,  in  the  train  of  a 
new  governor,  Pedro  de  Lugo.  Quesada,  leaving  Santa 
Marta  in  the  following  April  with  a  force  of  about  500 
men  and  100  horses,  after  a  year  of  terrible  suffering 

>  Cronioa  del  Peni,  cap.  oxv.  Cf .,  on  the  other  haxkd,  the  aooount  of  the  expedition 
of  Geofge  Eepira,  goyemor  of  Veneiuela  for  the  WeleexB.  He  penetrated  into  the 
interior  in  1635,  with  a  company  of  261  men  and  80  honee,  and  emeiied  after  three  yean 
with  the  loss  of  half  hie  men  and  66  horses.  The  total  amount  of  treasure  secured  was 
5,518  pesos,  which  after  smelting  and  refining  shrank  to  less  than  1,600  pesos  de  minas. 
(Oviedo.  lib.  zzr,  cap.  16.) 
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from  heat  and  fever,  insects  and  wild  animals,  emei^ed 
on  the  great  plateau  of  central  Colombia  with  a  remnant 
of  170  followers.  Here  he  found  cultivated  fields,  pros- 
perous towns,  and  what  was  of  supreme  importance  <to 
these  '^  white  children  of  the  Sun,''  signs  of  great  wealth 
in  gold  and  emeralds.  From  Muqueta,  Tunja  and 
Iraca,  the  three  chief  pueblos  of  the  Chibcha  race, 
Quesada  and  his  men  secured  rich  plunder;  and  in 
August  of  1538  they  laid  the  foundations  of  their  new 
city,  Santa  F6  de  Bogota.  ^ 

Tlie  reports  of  treasure  gathered  in  the  expeditions 
from  Cartagena  seem  on  the  face  of  them  to  be  grossly 
exaggerated.  From  Quesada  we  for  the  first  time 
obtain  trustworthy  figures.  In  a  narrative  composed 
later  by  the  great  conquistador  himself,  he  tells  us  that 
the  booty  amounted  to  191,294  pesos  de  oro  fino  and 
56,682  pesos  de  oro  bajo;  ^  and  these  figures  are  corro- 
borated by  the  ledgers  of  the  first  royal  treasurer  of  the 
new  colony. 

As  is  so  well  known,  Quesada's  conquest  of  the  pla- 
teau was  scarcely  complete,  when  two  other  companies 
of  white  men  appeared  simultaneously  in  his  vicinity  — 
one  led  by  Sebastian  Benalc&zar,  a  captain  of  Pizarro, 
who  had  conquered  Quito,  and  was  induced  by  reports  of 
the  rich  kingdom  of  the  Chibchas  to  penetrate  still 
farther  north;  the  other,  an  expedition  of  a  German 
named  Nicolas  Federmann,  agent  of  the  great  banking 
house  of  the  Welsers,  who  had  made  his  way  through  the 
forest  from  Coro  in  Venezula,  also  in  search  of  the  fabled 
El  Dorado.  Each  of  the  trio  claimed  priority  of  dis- 
covery. According  to  one  pious  story,  each  had  160 
men,  one  monk  and  one  priest  —  the  coincidence  struck 

1  Oviedo,  lib.  zxvi,  cap.  11. 

*  Eaoh  of  the  •oldien  foUowinc  Queoada  reoeived  510  pesoa  "  oro  fino,"  57  pesoa 
"  oro  b«|o  **  and  6  emeralds. 
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their  superstitious  iTnaginatiops,  and  they  promptly 
came  to  an  agreement.  Benalc&zar  and  Federmann 
made  terms  with  Quesada  for  ready  cash,  and  the  three 
men  returned  to  Spain  in  the  same  ship,  to  press  their 
respective  suits  at  the  Spanish  court. 

The  first  of  Quesada's  party  to  act  as  treasiu^r  was 
Antonio  de  Lebrixa,  one  of  the  most  active  and  intrepid 
of  his  captains.  Lebrixa  returned  to  Spain  with  his 
chief,  and  his  accounts  close  on  May  12,1539,  the  day  on 
which  Quesada  left  Bogota  for  the  coast.  Hernando 
Venegas  took  his  place,  and  exercised  the  duties  of 
treasurer  till  June,  1543,  while  Heman  Perez  de  Que- 
sada, brother  of  the  conquistador,  was  in  nominal 
conmiand  of  the  colony.  In  the  spring  of  that  year 
arrived  a  new  governor,  Alonso  Luis  de  Lugo,  a  renegade 
son  of  Quesada's  old  associate.  Alonso  had  intrigued 
successfully  against  Quesada  in  Spain,  and  came  out  to 
America  with  a  commission  as  adelantado  of  the 
province.  He  deprived  many  of  the  original  conquerors 
of  their  lands  and  Indians,  and  Venegas  lost  his  post  as 
treasiu^r.  Venegas'  successor,  Pedro  de  Bricefio,  a 
former  treasurer  of  Santa  Marta,  was  no  more  fortunate 
under  the  tyranny  of  the  governor.  The  "  caxa  real  " 
was  plundered,  and  the  royal  officials  imprisoned  and 
maltreated.  In  March,  1544,  the  treasurer  and  con- 
tador  fled  to  San  Domingo,  Briceno  leaving  powers 
with  Hernando  Xuarez  de  Villalobos  to  act  as  deputy  in 
his  absence. 

The  Spanish  crown  in  1545  sent  out  a  commissioner  to 
reduce  the  country  to  order,  and  with  him  Briceno 
returned  to  Bogota.  As  a  consequence  of  these  dis- 
sensions, however,  the  royal  accounts  were  reduced  to 
a  state  of  entire  confusion.  Briceno  continued  to  act  as 
treasurer  till  his  death  in  December,  1552;  and  in  the 
following  month  Andres  Lopez  de  Galarra  assumed  the 
responsibilities  of  that  office. 
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The  most  interesting  of  the  New  Granada  papers  are 
natiuraUy  those  of  Antonio  de  Lebrixa,  who  received  the 
royal  moneys  at  the  time  of  the  conquest.  Here  are 
some  of  his  items: 

Lo  pertenedente  i  su  Magestad  de 
quintos  de  lo  que  se  hubieron  y  allegaron 
mientrafl  dur6  la  conquista,  lo  qua]  se  huo 
partes  y  dividi6  entre  IO0  conquistadores: 


Pesos 

Tom. 

Qraa. 

orofino 

38,259 

0 

0 

«  bajo 

7,457 

5 

0 

^  f  alonia 

3,«88 

0 

0 

363  piedraa  finaa 

Quinto  de  lo  que  dio  el  cacique  de 

Bogotd,  AgoBto,  1538:                oro  fino 

720 

0 

0 

"   bajo 

520 

0 

0 

'   falonia 

1,200 

0 

0 

esmeraldas 

62piedra8 

n>idem  (another  payment  from  the 

cacique) :                                   oro  fino 

915 

0 

0 

-   bajo 

224 

0 

0 

'^  falonia 

500 

0 

0 

esmeraldas 

eOpiedraa 

Oro  hallado  en  una  sepultura: 

oro  falonia 

340 

0 

0 

Quinto  delo  que  ae  huvieron  por  el 

libro  del  veedor  de  la  provincia  de  Vene- 

zuela,  que  vino  oon  la  gente  de  Federman 

que  sehuvo  en  aquella  Jornada:  oro  fino 

27 

0 

0 

«  bajo 

525 

0 

0 

Quinto  de  lo  que  trazo  Femand  Perei 

(de  Quesada)  cuando  fue  a  Tunja: 

oro  fino 

52 

0 

0 

«  bajo 

60 

0 

0 

Quinto  del  valor  de  doe  eameraldaa 

grandee:                                    oro  bueno 

130 

0 

0* 

Soetbeer,  with  nothing  to  guide  him  but  the  vague 
and  often  exa^erated  reports  of  contemporary  chron- 
iclers, fixed  the  average  annual  production  of  gold  in 
New  Granada  in  the  sixteenth  century  at  2,000  kilo- 

1  Of  these  reoeipts,  Quessda  oarried  to  Spain  as  a  present  to  the  emperor,  11,000 
pesos  "  oro  fino/*  and  all  the  emeralds,  562.  (Oviedo,  lib.  xzvi,  oap.  11.)  AU  of 
Oviedo's  ficures  in  this  connection  are  subetantially  trustworthy. 
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grams.  Lexis  adopts  the  same  figure.  Taking  as  a 
basis  the  Spanish  official  ratio  of  gold  to  silver  in  the 
first  half  of  the  sixteenth  century,  this  represents  for 
the  years  1538-60  a  value  of  almost  19  million  pesos 
fuertes.  Soetbeer's  reckoning,  based  on  the  ratio  in 
1879,  was  30  millions. 

A  Colombian  scholar,  Vicente  Restrepo,  in  his  vol- 
ume entitled  Estudio  sdbre  las  minas  de  oro  y  plata  de 
Colombia,  published  in  1888,  reached  conclusions  ma- 
terially reducing  Soetbeer's  figures.  Restrepo  esti- 
mated the  value  of  the  gold  produced  in  New  Granada 
before  1600,  as  53  miUion  pesos.  This  presumes  an 
annual  production  of  1,325  marcs,  or  a  total  of  31,800 
marcs  for  the  years  1538-60.  At  the  sixteenth  century 
ratio  it  was  equal  to  about  12,600,000  pesos,  over  6 
millions  less  than  the  conclusions  of  Soetbeer. 

In  the  ledgers  of  the  royal  treasurers,  we  find  the 
receipts  from  the  quinto  and  diezmo,  between  1538  and 
the  end  of  1557,  to  be  as  follows: 

Pesos  Tom.        Gran. 

oro  fino 73,923  3  0 

oro  bueno 165,470  2  8 

orobajo  166,755  2  0 

No  dear  indication  of  the  relative  values  of  these  various 
forms  of  gold  is  vouchsafed  us,  either  in  these  ledgers  or 
in  the  writings  of  contemporary  colonists.  It  seems 
most  probable,  however,  that  the  peso  de  buen  oro  was 
the  ''  peso  de  oro  de  minas  '^  of  Mexico,  of  450  mara- 
vedis.  "  Oro  fino ''  may  be  identified  with  treasure 
secured  by  the  Spaniards  in  the  form  of  gold-dust,  and 
granted  a  value  of  about  490  maravedis.  The  ''  peso 
de  oro  bajo  "  was  perhaps  worth  anywhere  from  200  to 
300  maravedis. 

Reducing  the  above  figures  to  pesos  of  8  reals,  we 
have  the  quinto  amounting  to  516,600  pesos,  and  the 
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diezmo  to  57,100.  To  cover  the  period,  1558-60,  for 
which  there  are  no  figures,  we  may  strike  an  average  for 
the  preceding  five  years,  and  add  a  35  per  cent  increase. 
On  this  basis,  the  entire  income  of  the  crown  from  the 
mines  was  720,000  pesos,  representing  a  total  registered 
production  of  about  4,054,000  pesos. 

As  in  the  case  of  Peru,  however,  there  is  reason  to 
believe  that  a  considerable  percentage  of  the  gold  mined 
never  paid  the  government  tax.  There  may  also  be  mis- 
takes or  omissions  in  the  records  themselves,  for  these 
ledgers,  as  I  indicated  above,  are  in  some  places  imper- 
fect. To  meet  such  possibilities,  we  may  make  the 
liberal  allowance  of  50  per  cent.  The  figure,  4,054,000, 
would  then  represent  about  two-thirds  of  the  gold-pro- 
duction of  the  country,  registered  and  imregistered. 
The  entire  output  would  amount  to  6,081,000  pesos. 
But  even  this  result  is  less  than  one-half  the  estimate  of 
Restrepo,  and  about  32  per  cent  of  that  of  Soetbeer  and 
Lexis. 

SUMMARY 

Soetbeer 18,990,000  pesos 

Restrepo 12,600,000     « 

Present  estimate 6,081,000     ** 


V.  West  Indies  and  Tierra  Firmb 

It  was  the  half-circle  of  the  West  Indian  islands 
which  Columbus  reached  on  his  momentous  voyage  to 
the  coasts  of  Cathay.  And  it  was  from  these  islands 
and  from  the  neighboring  shores  of  Central  America 
that  the  first  remittances  of  gold  were  sent  back  to 
Europe.  If  Columbus  had  a  higher  motive  in  seeking 
the  Indies,  perhaps  the  delivery  of  the  Holy  Places 
from  the  infidel,  the  explorers  who  followed  immediately 
in  his  steps  were  mostly  prompted  by  the  hope  of  find- 
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ing  lands  where  gold  was  to  be  easily  seemed.  Even 
Columbus  believed  that ''  el  oro  es  excellentissimo  con  el 
se  haoe  tesoio  y  conel  tesoro  quien  lo  tiene  haoe  quanto 
quiere  en  el  mundo  y  llega  &  que  hecha  las  ammas  al 
paraiso.'^ 

The  reports  of  these  early  Spanish  adventurers  did 
more  cr^t  to  their  fancy  than  to  their  observation. 
And  altho  they  served  to  nerve  the  nation  to  new  under- 
taking?!  they  also  prepared  the  way  for  deep  disillusion. 
The  actual  returns  of  gold  during  the  first  decade  must 
have  been  in  sharp  contrast  to  the  expectations  thus 
ei^ndered. 

Only  after  the  coming  of  Bobadilla  to  Hispaniola  as 
governor  in  1499,  apparently,  did  the  colonists  develop 
the  gold-washing?  on  the  island  to  any  great  extent; 
largely,  perhaps,  because  the  new  governor  granted 
them  exemption  from  the  payment  of  the  royal  tax.* 
The  fleet  of  eighteen  vessels  which  sailed  for  Spain  with 
Bobadilla  and  Roldan  in  1502,  and  the  greater  part  of 
which  perished  by  the  tempest  in  which  Columbus 
almost  lost  his  life,  was  considered  the  richest  of  its 
time.  The  treasure  it  carried  was  little  over  100,000 
pesos  de  oro,  divided  between  the  king  and  private 
individuals.* 

Altho  Bodadilla's  successor,  Ovando,  was  strictly 
enjoined  to  enforce  the  royal  dues  and  coUect  the 
arrears  of  Bodadilla's  time,  the  exploitation  of  the  gold- 
washings  continued,  entailing  the  rapid  extermination 
of  the  unfortimate  native  population.  It  reached  its 
zenith  probably  toward  the  end  of  the  second  decade  of 
the  sixteenth  century.  There  were  two  regions  on  the 
island  round  which  these  activities  centered:  one  some 

1  Navamtep  Colaoo.  de  Tiajes,  etc.,  vol.  ii,  p.  273. 

>  Gdmara,  Hiat.,  lib.  1,  oap.  32;  Oviedo,  Hiat.,  lib.  iii.  cap.  9.  The  treaaura  induded 
a  niigfet  for  (he  queen  weisfaint  3,600  peeoe.  Las  Caeaa  eaya  that  there  wen  28  vewele 
earfySng  200.000  peaoa. 
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thirty  miles  from  the  city  of  San  Domingo^  called  San 
Cristobal;  the  other,  the  more  famous  Cibao,  about 
ninety  miles  from  the  capital.  Peter  Martyr  wrote, 
probably  in  1510,  that  the  two  districts  produced  over 
300,000  pesos  de  oro  a  year.^  The  annual  yield  was 
perhaps  never  more  than  400,000  or  450,000. 

After  1520  the  gold-production  of  Hispaniola  seems 
to  have  rapidly  declined.  Small-pox  and  ill-treatment 
decimated  the  Indian  laborers;  the  gold-washings 
themselves  were  gradually  exhausted;  the  introduction 
of  sugar  mills  diverted  the  colonists'  attention  to 
agriculture ;  the  newly  explored  regions  on  the  mainland 
drew  men  more  and  more  from  the  islands.  The  annual 
output  of  gold  dwindled  to  30,000  pesos.*  If  the  remit- 
tances from  Hispaniola  continued  to  be  larger  than  such 
a  figure  would  warrant,  it  is  because  bullion  from  the 
neighboring  islands  of  Porto  Rico,  Cuba  and  Jamaica,  as 
weU  as  from  Central  America  and  Venezula,  generally 
passed  through  the  hands  of  the  San  Domingo  treasurer 
on  its  way  to  Spain. 

Porto  Rico  and  Cuba,  settled  by  Spaniards  in  the 
second  decade  of  the  centmy,  at  first  also  yielded  con- 
siderable quantities  of  gold-dust  and  nuggets.  They 
made  their  largest  returns  about  the  same  time  as  did 
Hispaniola,  each  producing  perhaps  100,000  pesos  a 
year.    But  the  duration  of  the  gold-washings,  especially 

>  DeoAde  I,  Ub.  10,  cap.  3. 

>  Ckdeoo.  de  doo.  ined.,  2d  aer.,  vol.  ii,  p.  370.  Soetbeer,  p.  49,  inooiraotly  toMkm  thfl 
figure  refer  to  Sta.  Marta. 

In  the  meantime,  between  1500  and  1620  the  percentage  reserved  to  the  crown  was 
gradually  reduced.  At  firrt,  by  an  ordinance  of  April  10,  1496  (Nav.  Colacc.,  toL  ii, 
p.  166),  the  crown  was  to  receive  two-thirds  of  the  gcdd  collected  <m  the  island.  This 
had  been  the  role  in  Spain,  at  least  since  the  time  of  Juan  II  (Gallardo,  vol.  vi,  pp.  1-19) . 
Between  1600  and  1604,  in  reply  to  petitions  from  the  colonists,  the  crown's  share  was 
successively  reduced  to  one-half,  one-third  and  one-fifth.  (Ccdecc.  de  doc.  ined.,  let  ser., 
vol.  xzzi,  pp.  13,  216;  2d  ser.,  vol.  v,  p.  48.)  The  "  quinto  "  was  established  for  ten 
yean  by  a  cedula  of  February  6,  1604,  and  continued  till  1620.  In  the  latter  year 
the  tax  on  placer  gold  was  fixed  at  a  diesmo,  or  one-tenth  (ibidem,  2d  ser.,  vol.  ix, 
p.  400),  suffering  no  other  reduction  till  1662,  when  it  was  made  one^welfth  (A.  de  I., 
6  — 3  — 2/14,ramo6). 
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in  Cuba,  was  very  brief,  and  both  islands  soon  repeated 
the  history  of  the  older  colony. 

Figures  of  the  booty  captured  in  the  various  expedi- 
tions along  the  coasts  of  Darien,  Santa  Marta  and 
Venezula,  as  they  are  reported  by  G6mara,  Oviedo  and 
Herrera,  give  an  exaggerated  impression  of  the  income 
of  Spain  from  such  sources.  If  some  rich  finds  were 
made,  the  total  results  were  meagre  enough.  Most  of 
the  raids  scarcely  repaid  the  blood  and  treasure  ex- 
pended. And  the  few  gold  deposits  discovered  in  those 
re^ons  before  the  conquest  of  Mexico,  were  exhausted 
even  more  quickly  than  the  gold-washings  on  the 
islands. 

Guatemala,  and  its  dependent  provinces  of  Honduras 
and  Nicaragua,  continued  to  produce  some  gold  after  the 
raids  of  the  fiiBt  conquerors.  But  compared  with  the 
wealth  of  Peru  or  New  Granada,  its  yield  was  very 
slight.  It  scarcely  exceeded  on  an  average  40,000  pesos 
a  year.    And  by  1560  the  output  was  almost  negligible. 

Soetbeer  and  Lexis  possessed  no  information  regard- 
ing the  gold  production  of  these  regions  save  what  they 
could  find  in  the  ''  Coleccion  de  documentos  ineditos '' 
and  in  the  historians.  So  their  estimates  again  were 
highly  problematical.  For  the  years  1493-1520,  Soet- 
beer assumed  an  average  annual  production  of  between 
700  and  750  kilograms;  for  the  years  1521-44,  about 
300  kilograms.  This  means,  at  the  sixteenth  century 
ratio  between  gold  and  silver,  a  value  of  10,880,000 
pesos.  Lexis'  figure  is  48,000  kilos  for  the  entire  period, 
or  18,990,000  pesos.  ^  My  own  result  is  based  upon  a 
careful  consideration  of  data  too  miscellaneous  to  be  in- 
cluded in  the  present  paper.  It  comes  remarkably  close 
to  the  approximation  made  by  Lexis,  i.  e.,  17,000,000. 

1  At  tlie  nineteenth  oentury  ratio  adopted  by  Soetbeer  and  Lexis,  the  ficures  are 
17.187.600  and  30.000,000  iwpectively. 
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YI.  Resum^ 

We  have  passed  in  review  all  the  regions  of  the  New 
World  from  which  gold  and  silver  were  obtained  in  the 
sixteenth  century.  In  most  cases  a  substantial  reduc- 
tion has  been  made  from  the  figures  till  now  received  as 
authoritative.  The  difference  will  appear  more  clearly 
in  a  table  summarizing  the  foregoing  estimates: 

SoeHbeer  ImbU  PrmtiU  BtUmaU 

Mexioo: 

Gold 4,723,550        13,700,000         5,692,570 

Silyer 12,520,200        16,900,000       26,597,280 

Peru  and  Chili: 

Gold 18,014,000        21,908,000  \     ^^^notin 

Silver  43,800,000        12,353,000/     ^'*^'"^ 

Ui^ierPeru: 

Gold 6,330,000          1,978,0001 

Sflver 120,110,000      102,( 

New  Granada: 

Gold 18,990,000        18,990,000         6,081,000 

West  Indies  and  Tierra  Finne: 

Gold 10,880,000        18,990,000        17,000,000 

Totals: 

Gold 58,937,550        75,566,000 

Silver 176,430,200      131,253,000 

Grand  Totals: 

235,367,750      206,819,000      139,720,000  ^ 


VII.  Seville 

In  view  of  the  r61e  played  in  European  politics  by 
Ferdinand  of  Spain  and  his  grandson  Charles  V^  it  is 
interesting  to  know  exactly  the  amount  of  revenue 
drawn  by  these  princes  from  their  ultramarine  posses- 
sions. Precise  figures  are  the  more  important  because  of 
the  vague  ideas  of  contemporary  and  later  historians. 
All  the  royal  moneys  from  the  Indies,  whatever  their 
origin,  passed  through  the  Casa  de  Contratacion  in 

>  139,720,000  pesos  of  8  reals  weie  e<|uiva]eiit  to  101,845,000  dueate. 


Digitized  by  LjOOQ IC 


AMERICAN  GOLD  AND  SILVER  PRODUCTION     469 

Seville.     From  the  records  of  this  institution,  there- 
fore, such  information  should  be  readily  obtainable. 

The  receipts,  decade  by  decade,  of  the  treasurers  of 
the  Casa  from  1503  to  1560,  are  as  follows:  ^ 


Maravwlis 

Maros 

Ou. 

Ooh. 

Tom. 

1503-10 

148,960,161 

13 

1 

4 

0    (oro  guanines) 

1611-20 

260,208,589 

136 

7 

4 

3       «          « 

1521-30 

203,331,584 

7 

1 

3j     « 

1 

3 

5 

4}  (oro  en  polvo) 

1531-40 

694,368,619 

1,996 

5 

1 

1    (oro  guanines) 

132 

5 

3 

2    (oro  en  polvo) 

8,081 

0 

7 

0    (plata) 

1541-50 
1651-60 

554,001,827 
3,952,055,449 

The  total  receipts  to  1560  amounted  to  almost  six  bil- 
lion maravedis,  or  over  21,371,000  pesos  of  8  reals.  The 
gold  and  silver  given  in  the  table  by  weight,  which  prob- 
ably represented  plate,  jewels,  gold-dust,  etc.,  part  of 
the  spoils  of  the  "  conquistadores,''  I  have  valued  at 
175,000  pesos.  This  brings  the  final  figure  to  nearly 
21,550,000  pesos. 

So  much  of  the  income  of  the  Spanish  crown  in 
America  actually  reached  the  shores  of  Europe.  It  was 
probably  two  or  three  millions  more  than  the  whole  pro- 
ceeds of  the  quinto,  and  perhaps  80  per  cent  of  all  the 
moneys  received  by  the  American  treasurers  during 
this  period.*  This  revenue,  of  course,  does  not  comprise 
the  total  importation  of  coin  and  bullion  from  the  New 
World.     The  sums  which  came  over  on  the  account  of 

>  For  the  years,  1623-25,  the  reoordB  of  which  are  wanting,  I  have  anumed  an  annual 
averace  of  16.868,000  maraTedis.  For  the  year  1660,  again,  I  have  aMumed  a  receipt 
of  400  minion  maraTedis. 

like  items  by  weight  under  **  1631-40  **  represent  part  of  the  plunder  of  Peru.  The 
1,996  marcs  was  the  second  shipment,  in  charge  of  the  contador,  Antonio  Navarro  (the 
first  had  been  brought  back  by  Hem.  Pisarro) .    It  was  equal  to  about  100,000  pesos  d« 


*  tike  expenses  of  government  in  America  after  the  creation  of  the  Tioe-royaltias  cer- 
tainly consumed  more  than  20  per  cent  of  the  receipts.  They  probably  amounted  nearly 
to  60  per  cent.  Hie  figure  in  the  text,  80  per  cent,  results  from  the  f aet  that  in  the 
earlier  years  of  all  the  colonies,  before  an  elaborate  administration  was  set  up,  by  far  the 
greater  part  of  the  royal  income  was  shipped  to  Spain. 
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merchants  and  other  private  individuals  must  have  been 
many  times  greater.  Unf ortimately  we  have  no  records 
of  them  approaching  in  completeness  those  for  the  re- 
ceipts of  the  king.  Every  peso  of  gold  or  silver  shipped 
from  an  American  port  had  to  be  carefully  registered, 
and  two  copies  of  the  register  forwarded  to  Seville  on 
different  vessels.  But  almost  all  of  these  registers  have 
disappeared.  The  few  surviving  in  the  Archivo  de 
Indias  are  of  too  desultory  a  character  to  make  any 
generalizations  from  them  possible. 

We  may  gain  some  idea,  however,  of  the  extent  of 
such  importations  on  the  principal  armadas  which 
returned  from  the  Indies  before  1560.  The  crown  early 
fell  into  the  habit,  whenever  it  was  in  straits  for  money, 
of  appropriating  all  or  most  of  the  private  remittances 
brought  back  by  the  fleets.  The  dispossessed  persons 
were  generally  recompensed  with  perpetual  annuities 
paying  from  3  per  cent  to  6  per  cent  on  the  capital 
seized.  All  treasure  so  embargoed  was  noted  as  part  of 
the  receipts  of  the  Casa  de  Contratacion.  The  first 
important  confiscation  of  this  sort  I  have  found  was  in 
1523.  It  amounted  to  300,000  ducats,  and  represented 
all  the  gold  and  silver  that  came  from  the  Indies  in  five 
vessels  on  the  account  of  passengers  and  merchants. 
The  money  was  required  for  the  war  between  the  young 
emperor  and  his  rival  Francis  I.  In  1535,  to  meet  the 
expenses  of  the  campaigns  against  Barbary,  800,000 
ducats  were  seized  out  of  the  treasure  arriving  in  four 
ships  from  Peru.  Over  230,000  were  taken  in  1538,  on 
the  return  of  the  armada  of  the  Blasco  Nufiez  Vela,  and 
a  like  amount  in  1545.  In  1553,  600,000  ducats  were 
confiscated  from  the  fleet  of  which  Bartolome  Carreno 
was  admiral,  and  425,000  from  the  Mexican  fleet  of 
Diego  Felipe  two  years  later.  The  most  considerable 
of  these  embargoes  was  in  the  winter  of  1556-57,  of  the 
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bullion  carried  on  the  two  fleets  which  returned  from 
Vera  Cruz  and  Nombre  de  Dios  in  the  previous  autumn. 
It  reached  a  total  of  1,600,390  ducats  and  was  2^  times 
the  sum  brought  on  the  account  of  the  king.  The  gold 
and  silver  confiscated  on  Carreno's  fleet  was  equal  to 
78}  per  cent  of  the  royal  treasure,  and  that  from  the 
fleet  of  Diego  Felipe  amounted  to  60  per  cent.  Alto- 
gether the  sum  so  secured  during  the  reign  of  Charles  V, 
was  about  five  million  ducats. 

The  report  that  one  of  these  Indian  argosies  had  been 
sighted  off  the  Azores  was  news  of  supremest  interest, 
not  only  to  the  Seville  merchants,  but  at  the  court  of 
Madrid,  in  Flanders,  and  in  Germany.  On  the  safe 
arrival  of  the  galleons  before  San  Lucar  at  the  mouth  of 
the  Guadalquivir,  or  in  Cadiz  harbor,  often  depended, 
even  in  the  time  of  Charles  V,  the  monetary  solvency  of 
the  government. 

As  Spain  was  never  conmiercially  self-sufficient, 
never  manufacturing  enough  to  meet  her  own  needs, 
there  was  a  lucrative  import  trade  which  attracted 
hosts  of  foreign  merchants  to  the  country.  Germans 
and  Genoese,^  in  the  sixteenth  centiuy,  gathered  into 
their  hands  not  only  a  virtual  monopoly  of  the  Spanish 
fairs,  but  all  the  financial  business  as  well.  During  the 
emperor's  reign  they  became  a  serious  menace.  As 
neither  the  revenues  in  the  peninsula  nor  the  treasure 
from  the  Indies  was  sufficient  to  cope  with  the  expense 
of  the  wars,  Charles  was  forced  into  greater  and  greater 
dependence  upon  these  foreign  capitalists.  The  returns 
of  gold  and  silver  from  America  were  mortgaged  in 
advance,  and  the  Fuggers,  the  Haros  and  the  Grimaldi 
were  as  much  concerned  with  the  safety  of  the  Indian 

*  In  the  earlier  part  of  the  oentury  also  a  few  Spaiuah  merohant-prinoeB  established 
at  Antweip.  like  the  Haros  and  the  Vaclios.  (Ehrenberg,  Das  Zeitalter  der  Fugger, 
pt.  I.  ei^.  4.) 
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fleets  as  was  the  crown  itself.  In  1520-21  the  Fuggers 
had  33,000  ducats  hazarded  upon  the  remittances  from 
the  New  World;  and  of  the  800,000  ducats  embargoed 
by  the  crown  in  1535-37,  over  100,000  went  to  this 
same  German  house. 

Increasing  production  of  gold  and  silver  was  the  most 
important  cause  of  the  price  revolution  of  the  sixteenth 
and  seventeenth  centuries.  As  by  far  the  greater  part 
of  this  metallic  wealth  came  from  America,  the  function 
of  Spain  in  the  movement  was  a  very  significant  one. 
She  became  the  distributor  of  the  precious  metals  to  the 
rest  of  Europe.  And  since  she  ''  produced  little  and 
manufactured  less,"  she  performed  this  function  with  an 
efficiency  which  startled  even  the  Spaniard.  The 
balance  of  trade  in  Spain  was  alwajrs  unfavorable.  In 
time  of  greatest  prosperity  and  in  spite  of  all  laws, 
money  passed  out  of  the  country.  But  with  the  injury 
to  agriculture  which  must  have  resulted  from  the  revolt 
of  the  Comimeros,  and  with  the  naSve  efforts  of  the 
Cortes  to  stem  the  rise  of  prices,  the  situation  of  Spain 
toward  the  middle  of  the  sixteenth  century  was  already 
becoming  intolerable.^  Her  manufactures,  even  her 
grain,  came  to  her  from  France,  England  and  the 
Netherlands,  and  thither  went  her  gold  and  silver  in 
exchange. 

Spain,  moreover,  could  not  supply  the  goods  de- 
manded in  increasing  quantities  by  the  Indies,  when  she 
did  not  have  enough  for  her  own  population.  Again 
strangers  were  resorted  to,  and  to  them  the  Spanish 
merchant  lent  his  name  to  elude  a  law  which  made  com- 
merce with  America  a  monopoly  of  the  home-country^ 
So  in  time  the  foreigner  engrossed  the  greater  part  of  the 
colonial  trade  as  well,  and  much  of  the  treasure  from  the 
New  World  was  probably  diverted  immediately  to 

>  Bemays,  Zur  inneren  Entwicklung  GastiUeiu,  pp.  404  ff. 
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the  north  of  Europe.  Altho  license  was  necessary  from 
the  crown^  this  export  of  gold  and  silver  was  the  more 
preferred  because  the  goodness  of  Spanish  coins  exalted 
them  above  those  prevailing  in  other  comitries,  and 
made  them  certam  to  yield  a  handsome  profit  abroad. 

One  other  circmnstance  contributed  to  the  export  of 
the  precious  metals:  Hapsburg  imperialism,  —  the 
wide  distances  separating  Charles'  dominions,  the 
universality  of  his  interests,  the  expense  of  his  endless 
wars.  While  troops  in  Italy  or  in  the  Netherlands  were 
starving  or  without  pay,  the  Spanish  Cortes  was  in- 
veigled into  doubling  the  servicio,*  or  into  an  increase  of 
the  alcabala;  or  the  cargoes  of  the  plate  fleets  were 
requisitioned  for  the  needs  of  the  crown.  Spanish 
funds  were  used  to  maintain  an  alien  empire. 

On  such  occasions  the  help  of  the  ubiquitous  foreign 
merchant-princes  was  again  indispensable.  The  arrival 
of  a  rich  Indian  fleet  in  the  Guadalquivir  did  not  in 
itself  mean  the  instant  satisfaction  of  the  needs  of  the 
moment.  Even  if  remittances  were  sufficient  in  quan- 
tity, they  could  not  forthwith  be  transported  as  bullion 
to  Italy  or  Flanders.  They  had  first  to  be  coined  into 
escudos  and  reals.  Charles  moreover  rarely  possessed 
the  marine  necessary  to  convoy  the  treasure  in  safety  to 
his  distant  provinces.  The  government,  therefore, 
called  in  the  aid  of  the  great  conmiercial  houses  with 
international  connections.  Through  them  it  was 
possible  to  make  payments  abroad  with  certainty  and 
dispatch,  the  bankers  being  recompensed  with  cash  in 
Spain,  or  with  assignments  upon  future  revenues.* 

Spain,  in  the  first  half  of  the  sixteenth  century,  per- 
haps felt  no  immediate  harm  from  this  depletion  of  her 

1  Barnays,  op.  dt.,  p.  891.  In  Ferdinaad's  later  yean  the  wrvioio  was  50  millioas 
amnialljr.    After  1639  it  waa  1M>  millioiit. 

op.  dt.,  pt.  m.  ei^.  8. 
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coinage.  A  non-industrial  country  could  not  well 
absorb  all  the  produce  of  the  American  mines.  More- 
over her  stock  of  precious  metals  was  continually  being 
replenished  from  an  apparently  inexhaustible  source. 
On  the  other  hand,  this  American  wealth  did  serve  '^  to 
feed  an  unpractical  vanity  and  further  unfit  the  nation 
for  manufacturing  and  commercial  life.''  Everything 
could  be  purchased  with  gold  and  silver,  not  only  cloths 
and  gridn,  but  armies,  heretics,  and  the  hegemony  of 
Europe.  The  opportunity  for  conquest  was  offered  by 
the  Hapsburg  connection.  And  Spidn,  by  the  loss  of 
her  industry  and  the  plundering  of  her  fleets,  paid  the 
cost  of  Hapsburg  imperialism. 

Clarence  H.  Haring. 

Betn  Mawb  Collbgb. 
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MONETARY  VALUES  IN  SPANISH  AMERICA  IN 

THE  FIRST  HALF  OF  THE  SIXTEENTH 

CENTURY 

Both  Soetbeer  and  Lexis  attempted  to  reedve  the  complex  question  oi 
monetary  values  in  Spanish  America  in  the  first  half-century  of  Euro- 
pean occupation.  I^eir  information  was  gleaned  from  meagre  refer- 
ences found  in  the  ''Colecdon  de  documentos  ineditoe,"  in  the 
collection  of  Temaux-Compans,  and  in  the  pages  of  sixteenth  century 
historians  of  America  such  as  Herrera  and  Gannlaso  de  la  Vega.  The 
American  treasury  records  introduce  further  elements  of  confusion 
scarcely  suspected  before;  but  they  also  enable  us  to  gain  a  juster 
idea  of  the  standards  of  value  employed  in  the  American  colonies. 

In  Hispaniola  and  other  islands  in  the  first  two  decades  of  the  six- 
teenth century,  bar  gold  was  doubtless  used  by  weight  as  a  medium  of 
exchange.  Ilie  crown,  however,  also  endeavored  to  put  into  circulation 
silver  and  copper  coins  sent  over  from  Spain.  In  Seville  is  a  copy  of  a 
cedula  of  April  15,1505,  ordering  the  officers  of  the  Casa  de  Contratacion 
to  coin  and  ship  a  half-million  of  silver  and  a  half-million  of  veilon,  the 
silver  real  to  circulate  at  a  value  of  44  maravedis  (A.  de  I.,  139,  I,  4, 
lib.  1,  fol.  150).  A  letter  of  Ferdinand  to  Governor  Ovando,  in  the 
following  December,  refers  to  "  dos  millones  de  cuentos  de  moneda  " 
being  sent  to  Hispaniola,  money  which  Ovando  was  to  divide  among  the 
inhabitants  in  exchange  for  gold  (Colecc.  de  doc.,  2d  ser.,  vol.  v,  p.  114). 
Another  cedula  of  February  28,  1510,  to  Diego  Colon,  announces  the 
sending  of  the ''  cuento  de  plata  de  veilon  "  (sic),  for  which  the  governor 
had  asked  to  meet  the  lade  of  small  currency  in  the  colony  (ibidem, 
p.  xcvi);  and  in  the  ledgers  of  the  India  House  are  noted  remittances  to 
cover  the  value  of  coin  thus  sent  out. 

By  selling  silver  reals  at  44  maravedis,  when  their  legal  value  in  Spain 
was  only  34,  the  crown  made  an  excellent  profit  on  the  risk  and  expense 
of  these  shipments.  And  the  real  continued  to  circulate  at  the  higher 
rate  till  1538,  when  as  a  consequence  of  the  establishment  of  mints  in  the 
Indies,  its  value  in  Hispaniola  was  arbitrarily  reduced  to  34,  in  con- 
formity with  the  rule  elsewhere  (ibidem,  vol.  x,  p.  401 ;  Recop.,  lib.  iv,  tit. 
24,  ley  4).  Letters  to  the  emperor  from  judges,  merchants  and  other 
inhabitants  in  1538^0  represented  the  ei^  which  such  an  act  would 
bring  upon  the  colony.  Prices  and  wages  would  rise,  trade  cease,  and 
the  island  be  depopulated.  As  no  one  would  bring  silver  to  the  newly- 
established  mint,  it  had  been  closed  and  was  let  out  to  rent.  It  seems 
that  in  response  to  these  appeals,  Charles  V  extended  the  old  rate  for 

476 
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five  yeare  more,  after  which  interval  the  legal  price  of  the  real  was  to  be 
maintained.  (Colecc.  de  doc.,  Ist  ser.,  vol.  i,  pp.  546,  558,  564.  A.  de 
I.,  patr.  2, 1, 2/21,  no.  7;  53,  6,  8,  no.  51;  139, 1, 10,  Ub.  22,  fol.  314.) 

Apparently  in  the  first  fliish  of  discovery  of  these  new  lands,  the 
CathoUc  Kings  had  intended  to  set  up  mints  immediately  to  receive  the 
precious  metals  secured  there.  In  the  instruction  to  Columbiis  of  April 
23,  1497,  we  read: 

''  Ashnismo  nos  paresce  quel  oro  que  hobiere  en  las  dichas  Indias  se 
acufte  6  faga  dello  moneda  de  exoelentes  de  la  Granada,  segund  Nos 
habemos  ordenado  que  se  faga  en  estos  nuestros  Reinos,  porque  con  esto 
se  evitard  de  facer  f raudes  ^  cautelas  del  dicho  oro  en  las  dichas  Indias,  6 
para  labrar  la  dicha  moneda,  mandamos  que  lleveis  las  personas  6  cuf&os  6 
aparejoe  que  hobi^redes  menester;  etc.''  (Navarrete,  Colecc.  de 
viajes,  etc.,  vol.  ii,  p.  184.) 

Not  till  1535,  however,  was  a  royal  mint  created  in  America.  A 
cedula  of  May  11  of  that  year  provided  for  a  Casa  de  Moneda  in  the 
cities  of  Mexico  and  San  Domingo.  Only  silver  was  to  be  coined,  except 
in  San  Domingo  where  copper  might  be  issued  whenever  the  crown  gave 
special  license.  The  same  rules  were  to  be  observed  as  in  the  mints  in 
Spain  (except  that  the  master  of  the  mint  was  to  take  three  reals  out  of 
every  marc  of  silver  coined,  instead  of  two),  and  pieces  of  eight,  four, 
two,  one  and  one-half  reals  were  to  be  struck,  to  be  current  in  the 
Peninsula  as  well  as  in  the  Indies.  There  is  no  evidence,  however,  that 
the  third  real  was  collected  before  the  reign  of  Philip  II.  (Colecc.  de 
doc.,  2d  ser.,  vol.  x,  pp.  264-271;  A.  de  I.,  139,  1,  1,  lib.  I,  para.  7:  — 
Instruct,  to  Ant.  de  Mendoza,  1st  viceroy  of  N.  Spain,  April  25,  1535; 
Recop.,  lib.  iv,  tit.  23,  ley  4:  — Ord.  of  November  18,  1537.  The 
ordinance  of  1535  provided  for  the  coining  of  one,  two,  and  three  real 
pieces,  "  medios  "  and  "  cuartillos.") 

Up  to  Acosta's  time  at  least  (he  went  to  the  Indies  in  1571),  no  copper 
was  used  on  the  mainland,  owing  to  the  abundance  of  gold  and  silver, 
vellon  being  current  only  in  the  islands  (Hist,  de  Ind.,  lib.  iv,  cap.  3). 
Apparently  gold  was  not  minted  in  Mexico  City  till  1675,  when  its 
coinage  was  ordered  by  a  cedula  of  February  25,  of  that  year,  "  igual  en 
todo  &  la  que  se  acufiaba  en  Espana  "  (Colecc.  de.  doc.,  2d  ser.,  vol.  x, 
pp.  Ixxii  ff.). 

Before  the  establishment  of  mints,  means  of  exchange  on  the  con- 
tinent of  America  were  extremely  crude  and  confused.  In  the  ledgers  of 
the  royal  treasurers  of  Mexico,  we  find  references  to  many  kinds  of  pesos 
—  "  oro  oomun,"  **  oro  mejor  que  oomun  con  tree  quilates  afiadidoe," 
"  oro  marcado,"  "  oro  de  ley,"  "  oro  de  ley  perfecta,"  "  oro  de  minas," 
**  oro  de  Tipuzque."  To  discover  the  relative  values  of  these  various 
forms  of  gold  is  essential  to  a  proper  understanding  of  the  ledgers. 

Three  clues  are  provided  us  by  the  treasurers  themselves.  We  learn 
that  after  August  1,  1523,  three  carats  were  added  to  every  peso  de  oro 
"  demas  de  la  ley,"  and  that  these  three  carats  were  equivalent  to  sixty 
maravedis.  Such  pesos,  **  mejor  que  comun,"  had  a  value  20  per  cent 
higher  than  "  oro  comun,"  while  "  oro  de  ley  perfecta  "  was  40-50  per 
cent  higher.  Two  more  suggestions  come  from  two  letters  of  the 
licentiate  Salmeron,  a  judge  of  the  Audiencia  of  Mexico,  written  to  Spain 
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in  August,  1531.  In  one  he  says  that  there  are  50,000  pesos  "  oro  de 
Tipusque  **  circulating  in  the  country,  and  that  this  base  gold  if  con- 
voted  into  ordinary  pesos  de  oro,  would  approximate  30,000  of  the 
better  sort.  In  the  other,  speaking  of  the  rent  paid  to  Cortes  for  the 
houidng  of  the  Audienda  in  a  portion  of  his  palace,  Salmeron  remarks 
that  the  9,000  "  pesos  corriente  *'  aheady  paid  the  Marquis  equal  about 
6,000  **  pesos  de  oro  de  minas.''  Lastly  there  is  the  testimony  of  Bemal 
Dias  del  Castillo  that  the  Spanish  authorities  in  the  beginning  circulated 
gold  of  three  carats  less  than  the  legal  fineness  in  order  to  aid  the  soldiers 
in  the  payment  of  their  debts,  and  incidentally  to  defraud  the  merchants 
who  had  come  to  Vera  Cms  to  trade.  This  baser  gold,  he  continues,  was 
GftUed  "  Tipusque,"  an  Indian  word  meaning  copper.  EventuaUy  the 
Emperor,  moveid  by  petitions  from  the  colonists,  ordered  the  payment  of 
customs  dues  (almojarifasgo)  and  judicial  fines  (penas  de  camara)  to  be 
made  in  this  "  oro  de  Tipusque,"  so  as  to  withdraw  it  from  the  country. 

Soetbeer  and  Lexis  have  made  dear  that  the  usual  standard  of  value 
in  the  Indies  in  the  first  half  of  the  soteenth  century  was  a  peso  de  oro 
worth  450  maravedis  and  about  22  carats  fine  (a  peso  22  carats  fine  was 
strictly  worth  454  maravedis;  a  peso  of  450  maravedis  was  strictly  21.81 
carats  fine).  Their  condusion  is  confirmed  by  the  colonial  records  in 
Seville.  This  peso  was  not  a  coin,  but  an  imaginary  unit;  it  represented, 
like  the  castellano  in  Spain,  one-fiftieth  of  a  marc  of  gold;  and  it  came  to 
be  known  as  the  "  peso  de  oro  de  minas."  As  the  relation  between  gold 
and  silver  was  rou^y  taken  to  be  1-10,  a  marc  of  silver  was  said  to  be 
worth  five  of  these  pesos  de  oro.  Very  soon,  however,  sUver  was 
reckoned  at  the  legal  value  set  upon  it  in  Spain,  05  reals  or  2,210  mara- 
vedis, which  implied  a  ratio  of  1-10.18,  very  dose  to  the  legal  ratio, 
which  was  1-10.11. 

The  peso  de  oro  de  minas  was  the  unit  of  exchange  from  the  conquest 
until  the  thirties  of  the  sixteenth  centiuy.  Men  paid  in  uncoined  gold 
of  a  certain  weight  and  fineness.  But  in  the  thirties  the  output  of  the 
Mexican  silver  mines  began  to  be  f dt,  silver  became  more  common  than 
gold,  and  was  used  more  and  more  as  a  circulatory  medium.  And  as  till 
1537  there  was  no  American  currency,  silver  too  was  used  by  weight  as 
equivalent  for  these  imaginary  pesos  de  oro.  After  1537,  however, 
when  a  mint  was  in  operation  in  Mexico  City  and  silver  pieces  of  eight 
reals  were  issued,  the  diver  peso  naturally  superseded  the  peso  de  oro  de 
minas  as  a  unit  of  value.  But  the  process  was  a  dow  one,  and  till  wdl 
into  the  following  century  the  imaginary  peso  of  450  nuiravedis  con- 
tinued to  be  used  in  busdng  and  sdling  bsur  gold  and  silver  (Soetbeer, 
op.  dt.,  p.  135,  says  that  it  was  used  only  in  connection  with  gold 
bullion) .  The  silver  peso  of  eight  reals  or  272  maravedis  was  the  famous 
Spanish  dollar  or  ^*  piece  of  ei^t "  of  trade  the  world  over. 

Of  the  numerous  kinds  of  gold  mentioned  in  the  ledgers  of  the  royal 
treasurers  of  Mexico,  it  is  probable  that  ''  oro  de  ley  perfecta ''  repre- 
sented pesos  of  the  full  value  of  450  maravedis.  If  this  gold  was  rated 
50  per  cent  higher  than  current  or  common  gold,  the  latter  must  be 
w<n^  only  300  maravedis  and  have  a  fineness  of  about  15  carats.  If 
current  gold  with  three  carats  added  was  worth  60  nuiravedis  more  than 
before,  its  value  must  be  about  360  maravedis.     This  is  confirmed  by 
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the  statement  of  the  treasurer  that  it  was  20  per  cent  hi|^er.  And  the 
whole  reasoning  falls  in  with  the  remark  of  Sahneron  that  9,000  pesos 
"  oorriente  *'  equalled  6,000  pesos  de  oro  de  nunas.  It  may  also  help  to 
explain  the  statements  of  some  seventeenth  century  writers  that  theie 
was  an  imaginary  unit  called  the  peso  ensayado  of  nine  reals  (306  mara- 
vedis.)  (Brit.  Mus.  Add.  Mss.,  13,076,  fol.  46;  Veitia  Linaje:  Norte  de 
la  Contratadon,  p.  274.) 

The  yalue  of  the  ''  oro  de  Tipuzque  **  is  always  clearly  indicated  by 
the  treasurers  —  272  maravedis.  It  agrees  with  the  other  testimony  of 
Salmeron,  that  50,000  pesos  de  Tipusque  were  worth  30,000  of  the  better 
pesos. 

Our  table  then  is  the  following: 

Peso  de  oro  de  lipuzque   272  maravedis 

«      «     «   corriente 300         • 

•  •     •         «        con  3  quil.  anadidos   .  360         • 

•  •     •  de  ley  perf ecta  460         * 

«     «     «  deminas   450         • 

These  figures  afford  a  reasonable  explanation  of  the  early  Mexican 
treasury  records.  At  the  time  of  the  conquest  the  Spaniards  brought 
with  them  from  the  West  Indian  islands  the  peso  do  oro  of  450  maravedis. 
But  owing  to  the  crude  means  of  testing  the  fineness  of  gold  in  the  jewels, 
ornaments,  etc.,  constituting  the  most  important  part  of  the  plunder, 
that  which  passed  for  "  oro  de  ley  "  was  much  doser  to  18  than  to  22 
carats.  Moreover  the  weights  used  by  the  conquerors  were  evidently  at 
fault.  In  fact  we  are  told  by  Bemal  Diaz  that  they  had  to  manufacture 
their  own  scales  and  weights  to  ascertain  the  value  of  their  booty. 
Lastly,  the  Spaniards  deliberately  debased  the  gold  in  circulation,  as 
recorded  by  this  same  chronicler.  It  was  doubtless  to  correct  this  final 
blunder  that  after  August  1,  1523,  three  carats  were  added  to  every 
peso  of  bullion  refined  by  the  royal  officials,  as  we  discover  in  the  ledgers 
of  1522-24.  The  actual  value  of  the  peso  before  this  correction  was 
about  300  maravedis,  after  the  correction  about  360  maravedis.  The 
latter  was  the  **  peso  oorriente  con  tres  quilates  anadidos."  Each,  how- 
ever, in  the  beginning  was  current  as  the  peso  de  oro  of  450  nuiravedis. 

Most  of  the  gold  in  circulation  between  1524  and  1530  was  in  one  or 
the  other  of  these  forms.  But  in  the  records  of  these  same  years  we  find 
appearing  for  the  first  time  "  oro  de  ley  perfecta  ";  and  this  seems  to 
have  been  the  peso  finally  raised  to  its  f idl  weight  and  fineness.  Such 
gold  always  paid  one-fifth  to  the  crown,  while  other  bullion  was  taxed  at 
rates  ranging  from  one-sbcth  to  one-twelfth. 

In  the  accounts  of  1530-31,  only  **  oro  de  ley  perfecta  "  and  "  oro 
comun  "  are  the  units  used.  "  Oro  de  minas  "  is  mentioned,  but  it  refers 
rather  to  the  source  of  the  gold  than  to  the  value  of  the  peso.  Not  till 
1531-37  do  we  find  the  "  oro  de  Tipuzque,''  worth  272  maravedis.  It 
is  contrasted  with  "  oro  de  1^  perfecta  "  and  with  "  oro  de  minas  de 
marca  real."  It  was  likely  the  "  oro  comun  "  of  earlier  ledgers,  from 
this  time  forward  accepted  by  the  government  at  a  considerable  discount 
from  its  current  value  in  the  country.    B^nal  Diaz  says  that  it  was  all 
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withdrawn  from  circulation  and  shipped  to  Castile  (Hist.  Verdadera, 
cap.  157);  but  his  statement  is  not  borne  out  by  the  evidence  of  the 
treasurers'  records. 

From  1531  onwards,  then,  there  were  only  two  kinds  of  pesos  legally 
current  in  Mexico,  that  worth  450  maravedis,  and  that  worth  272.  The 
latter  either  by  chance  or  by  policy  equalled  exactly  in  value  the 
**  pieces  of  eight "  which  were  coined  in  Mexico  City  after  1537,  and 
which  soon  became  the  standard  money  of  the  country.  The  former 
remained  an  imaginary  unit  employed  for  another  150  years  in  transac- 
tions dealing  with  the  bullion  at  the  mines. 

The  earliest  treasury  records  of  New  Granada  mention  three  forms  of 
gold  —  "  opo  fino,"  "  oro  bueno,"  and  "  oro  bajo  "  (or  "  chafalonia  "). 
There  was  no  Casa  de  Moneda  in  the  colony  in  these  early  years,  and 
consequently  no  coinage  of  silver  pesos.  In  1559  and  1560  the  audienda 
complained  of  this  state  of  affairs,  and  urged  the  establishment  of  a  mint 
for  ^  issue  of  silver  and  vellon  (A.  de  I.,  116,  5,  6,  lib.  ii,  fol.  3).  In 
1563  the  lie.  Angelo  de  Castejou  wrote  that  in  Pamplona  gold-dust  was 
still  the  current  medium  of  exchange.  From  the  treasurers'  accounts, 
moreover,  it  is  clear  that  the  amount  of  silver  produced  by  the  country 
was  almost  negligible.  Gold  must  Uierefore  have  been  ahnoet  the  sole 
medium  in  use,  and  the  likeliest  unit  of  value  was  the  peso  of  450  mara- 
vedis, the  one  common  in  all  parts  of  Spanish  America  before  the  mint- 
ing of  silver.  And  as  in  the  later  accoimts,  from  1547,  when  the  colony 
was  more  settled,  the  receipts  are  almost  universally  reckoned  in ''  pesos 
de  buen  oro,"  I  have  identified  this  particular  form  with  the  peso  de 
minas  of  Mexico  and  Hispaniola. 

"  Oro  fino  "  appears  of  less  and  less  importance  in  the  years  succeed- 
ing the  foundation  of  the  "  realm."  It  seems  reasonable  to  suppose 
that  this  might  represent  treasure  obtained  by  the  Spaniards  in  the  form 
of  gold-dust.  In  the  beginning  gold-dust  would  be  the  handiest  circulat- 
ing medium;  and  at  first  it  would  probably  be  computed  at  its  own 
weight  and  value  rather  than  as  interpreted  in  pesos  de  minas.  As  it 
would  have  a  very  high  degree  of  fineness,  it  might  easily  be  current  at 
the  value  given  the  gold  peso  or  casteOano  in  Spain,  490  nuiravedis  (the 
peso  de  oro  24  carats  fine  was  worth  495.26  nuiravedis) .  Such,  at  least, 
is  the  value  I  have  assumed  for  it. 

The  peso  de  minas  was  also  carried  by  the  oonquistadores  to  the 
Pacific  coasts  of  South  America;  and  continued  to  be  the  general  unit  of 
value  till  the  establishment  of  mints  in  Peru  brought  about  a  repetition 
of  the  situation  in  Mexico. 

One  more  type  of  peso  in  Spanish  America  needs  to  be  mentioned. 
Francisco  de  Toledo,  viceroy  of  Peru  (1569-81),  issued  an  order  that 
when  the  quinto  and  tribute  of  the  Indiuis  was  paid  in  silver  or  reals,  the 
peso  was  to  be  reckoned  at  12}  reals  (425  maravedis).  This  was  later 
called  the  "peso  ensayado  de  tributos."  Philip  n,  by  a  cedula  of 
June  29,  1592,  extended  the  order  to  all  the  Indies.  (Recop.,  lib.  viii, 
tit.  8,  ley  8.) 
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The  Ohio  constitution  of  1851,  substantially  follow- 
ing the  Kelley  tax  law  of  1846/  fastened  the  general 
property  upon  the  state  by  its  provision  that 

"Laws  shall  be  passed,  taxing  by  a  uniform  rule,  all  moneys, 
credits,  investments  in  bonds,  stocks,  joint  stock  oompanie8,'[or 
otherwise ;  and  also  aO  real  and  personal  property,  according'to 
its  true  value  in  money.  .   .  ."' 

An  act  of  1852 '  brought  the  tax  laws  more  fully  into 
accord  with  the  new  constitution,  and  acts  of  1859  *  and 
1878  *  codified  the  various  scattered  provisions  of  the 
statutes  relating  to  taxation.  Aside  from  the  develop- 
ment of  the  tax  on  foreign  msurance  companies,  of  the 
franchise  tax  on  the  capital  stock  of  corporations,  of 
the  excise  taxes  upon  public  service  corporations,  and 

>  44  Ohio  Laws,  85;  amended  by  45  Ohio  Laws,  60. 

*  Artide  XII.  Seotion  2,  Constitution  of  Ohio. 

•  fiO  Ohio  lAwt,  135.  «  55  Ohio  Uwi.  175-218. 
i  75  Ohio  Iawb.  436^607. 
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of  the  *'  unit  rule  ''  in  the  assessment  of  the  property  of 
express,  telegraph  and  telephone  companies  ^  there  was 
little  important  tax  legislation  during  the  next  half- 
oentury. 

The  b^inning  of  the  recent  tax  reform  movement  in 
Ohio  may  fairly  be  dated  from  the  report  of  the  Honor- 
ary Commission  of  1908,  which  directly  attacked  the 
general  property  tax,  as  well  as  the  administrative  sys- 
tem which  had  resulted  from  a  half-century's  piecemeal 
l^islation.  The  recommendations  of  the  commis- 
sion were:  (1)  a  constitutional  amendment  abolishing 
the  general  property  tax;  (2)  a  state  tax  board  to 
administer  all  laws  for  the  collection  of  state  revenues 
and  to  make  recommendations;  (3)  more  frequent 
appraisement  of  real  estate;  (4)  the  separation  of  state 
and  local  revenues;  and  (5)  publicity  in  local  taxation.* 

The  recommendations  which  related  to  administra- 
tive features  of  the  tax  system  were,  on  the  whole, 
cordially  received.  An  act  of  March  12,  1900,'  as 
amended  in  1910,^  provided  that  appraisals  of  real  estate 
for  purposes  of  taxation  should  be  quadrennial,  instead 
of  decennial  as  theretofore.  The  imsatisfactory  char- 
acter of  these  infrequent  appraisements  is  made  clear  by 
an  examination  of  assessed  valuations  between  1871 
and  1910.  Dining  this  period  the  valuation  of  land  and 
improvements  increased  $631,325,597.  Between  the 
decennial  appraisals,  assessors  of  personalty  were 
required  to  make  additions  for  new  buildings  and  de- 
ductions for  destroyed  buildings:  the  net  additions  to 
the  real  estate  duplicate  on  this  account  amounted  in 

>  For  a  eonvenieiit  aeoount  of  those  tans,  see  E.  L.  Bocsrt,  Finanobl  History  of 
Gtao  (vol.  i  of  the  Unhronity  of  IlUnole  Studies  in  the  Sooial  Soienees),  pp.  32S-329, 
38ft-84ft.  ThisuidUterlesiflUticmisslsodeseribedbyPraressorBocsrtintheAmeri- 
esB  Boonomio  Review,  vol.  i,  pp.  fi05-«18.  Pooribly  the  liquor  tax  should  be  ineluded 
IB  the  list  of  importsDt  tax  kcidatioB. 

*  Beport  of  the  Tax  Commismm  of  Ohio,  1906,  pp.  84-M. 

•  100  Ohio  Uws.  81.  «  101  Ohio  Iaws,  7. 
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this  period  to  $610,135,064.»  That  is  to  say,  in  forty 
years  the  increment  of  land  value  in  the  entire  state,  as 
shown  by  tax  assessments,  amounted  only  to  $21,190,- 
533!  In  contrast  with  this,  the  equalized  value  of  real 
estate  in  1911,  the  year  of  the  first  quadrennial  appraise- 
ment, was  $1,661,000,000,  or  154  per  cent  larger  than 
the  valuation  of  1910.  The  state  has  now,  by  the  act 
of  May  6,  1913,*  accepted  annual  appraisements  of  real 
estate. 

The  reconmiendation  for  a  permanent  tax  commission 
was  adopted  by  the  act  of  May  10, 1910,'  amended  May 
31,  1911.^  That  body  was  charged  with  the  adminis- 
tration of  the  franchise  and  excise  taxes  upon  corpora- 
tions, with  the  assessment  of  the  property  of  public 
utilities  ^  (formerly  assessed  by  various  ex-officio 
boards),  and  with  the  equalization  of  bank  shares  and  of 
real  estate  valuations.  In  marked  contrast  with  the 
character  of  previous  state  boards  of  equalization,  the 
conmiission  was  constituted  a  true  board  of  assessment, 
and  not  merely  a  board  of  equalization,  through  the 
injimction  to  see  to  it  that  all  property  is  assessed  for 
taxation  at  its  true  value  in  money.  The  commission 
was  also  given  general  supervisory  power  over  the 
assessment  of  property,  with  authority  to  order  a 
reappraisement  of  the  real  or  personal  property  in  a 
taxing  district,  to  appoint  appraisers  for  such  reap- 
praisements,  to  reconvene  boards  of  review  and  equali- 
zation, and  to  raise  or  lower  the  assessed  valuation  of 
any  real  or  personal  property.  The  law,  however,  still 
vested  in  the  auditor  of  state  considerable  authority 
over  local  assessing  officers,  mainly  incident  to  his 

I  Report  of  thb  Tax  GommiaBion  of  Ohio.  1011.  p.  35. 

*  103  Ohio  Laws.  786.  *  101  Ohio  Iawb.  300. 

*  102  Ohio  Laws.  224. 

*  The  term  wm  now  much  extended  m  oompued  with  ite  fonner  definition. 
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authority  to  prescribe  the  form  of  the  tax  statement.^ 
The  act  of  1913  *  makes  the  tax  commission  miequivo- 
caUy  the  head  of  the  assessment  machinery  of  the  state. 

Tlie  act  providing  for  quadrennial  appraisement 
required  the  publication  of  pamphlet  lists  of  real  estate 
valuations,  giving  lot  and  street  numbers  or  other  de- 
scription, and  feet  frontage  or  acreage.'  The  act  of 
1913  requires  a  quinquennial  list,  and  a  list  of  changes  in 
valuations  in  intermediate  years.  The  quinquennial 
lists  are  required  to  show  separately  the  valuation  of 
improvements,  minerals  and  mineral  rights.^ 

Other  reconmiendations  of  the  commission  have  not 
fared  so  well  at  the  hands  of  legislature  and  people. 
Complete  separation  of  the  sources  of  state  and  local 
revenue  has  not  been  achieved,  altho  there  has  been  but 
a  small  state  levy  since  1902,  —  not,  indeed,  for  general 
state  purposes,  but  for  conunon  schools,  universities  and 
sinking  fund.^  The  legislature  has  taken  no  action  on 
this  reconmiendation,  except  as  state  revenue  from 
special  sources  has  been  augmented  by  increases  in  the 
rates  of  the  excise  and  franchise  taxes.  The  tax  com- 
mission proposed  in  1911  that  the  county  should  be 
made  the  unit  for  school  purposes,  thus  dispensing  with 
the  state  conmion  school  levy,  and  that  the  sinking  and 
university  funds  be  made  a  charge  on  the  general 
revenues,  together  with  any  state  aid  required  for  com- 
mon schools  in  the  poorer  (tistricts.  In  case  the  general 
revenue  fund  should  prove  inadequate  for  these  addi- 
tional demands  upon  it,  the  conmiission  proposed  to 

>  Section  5306.  Genona  Code  of  1010.  '  103  Ohio  Iawb,  786. 

*  100  OUo  lAwi.  81,  Mnended  by  101  Ohio  Iawi.  7. 

*  103  OUo  Laws,  786,  Seotione  22  And  23. 

I  The  maUmg  fond  lerr  providee  the  interaet  on  the  lo-entted  "  irreduoibfe  debt " 
of  the  etafte.  which  eonaiate  of  fundi  derived  from  the  ade  of  aehool  and  ludrenlty  Unds 
and  from  apeoiel  endowmenta,  end  leoeiTed  by  the  atete  ea  a  peipetual  6  per  oent  loan. 
Praotioally  all  the  intereat  on  this  debt  ia  und  for  edaoational  pnrpoaea. 
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apportion  the  needed  state  tax  among  the  counties 
according  to  total  revenue  raised.^ 

The  desirability  of  separation  has  occasionally  been 
questioned  on  the  double  score  of  inadequate  support  of 
the  common  schools,  and  of  insignificance  of  the  present 
levy.*  The  plan  of  the  tax  conmiission  would  seem  to 
dispose  of  the  first  of  these  objections,'  while  the  hard 
fact  that  the  state  levy,  tho  small,  was  one  of  the  factors 
considered  by  real  estate  appraisers  in  1910  in  deter- 
mining what  valuation  to  place  on  property,  casts  doubt 
on  the  sufficiency  of  the  second  objection.  For  entirely 
different  reasons,  separation  is  not  now  a  pressing  prob- 
lem in  Ohio.  The  system  of  centrally  appointed  county 
assessors  established  by  the  act  of  1913  has  resulted  in 
more  uniform  assessments  not  only  within  the  coimty, 
but  also  throughout  the  state,  through  the  removal  of 
dependence  upon  the  favor  of  the  local  electorate.  The 
power  of  the  tax  commission  to  promulgate  rules  and 
regulations  for  the  valuation  of  property,  and  to  equalize 
valuations,  has  also  tended  to  secure  greater  uniformity. 
With  uniformity  secured,  separation  as  a  measure  of 
mere  tax  reform  loses  much  of  its  importance.^ 

The  proposal  to  abolish  the  general  property  tax  is  the 
only  recommendation  of  the  commission  of  1908  on 
which  adverse  action  has  been  taken.  At  the  regular 
election  in  that  year  an  amendment  which  would 
liberalize  the  taxation  article  of  the  constitution  was 
submitted  to  the  electors  and  received  339,747  affirma- 

1  Report.  1911.  pp.  3g-40. 

*  See,  for  example,  £.  L.  Bogait.  Financial  History  of  Ohio,  pp.  253,  254;  also 
American  Eoonomio  Review,  vol.  i,  p.  515. 

*  Moreover,  the  state  is  obUgated,  under  certain  conditions,  to  contribute  to  the 
tuition  fund  of  impecunious  school  districts.    Sections  7505.  7506.  7597,  Qenend  Code 

OfOfaMK 

*  For  somewhat  simflar  views  as  to  the  effects  of  centralised  tax  administration,  see 
T.  8.  Adams,  in  First  National  Conference  on  State  and  Local  Taxation  (1907) ,  pp.  515- 
527;  and  C.  J.  BuDock,  in  Quarteriy  Journal  of  Economies,  vol.  xziv,  pp.  437-458 
(May,  1010). 
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tive  votes  and  95,867  negative  votes;  but  under  the 
constitutional  rule  then  obtaining,  the  proposed  amend- 
ment was  declared  lost  because  it  had  not  received  a 
majority  of  all  votes  cast  at  that  election.  A  ceaseless 
controversy  has  since  waged  as  to  whether  those  not 
voting  on  the  proposal  can  properly  be  held  to  have 
voted  ''  no/'  or  merely  failed  to  vote  through  ignorance 
and  carelessness. 

The  ne3Et  step  of  the  tax  reformers  was  to  secure  the 
calling  of  a  constitutional  convention,  which  convened  in 
January,  1912.  Because  dissatisfaction  with  the  uni- 
form rule  of  tajcation  was  the  principal  cause  of  its 
calling,  the  convention  was  expected  to  afford  some 
relief  from  that  rigid  rule,  if  not  to  provide  in  terms  for 
classification,  with  low  rates  upon  intangible  property. 
Probably  largely  because  of  the  prominence  of  the 
single  taxers  in  the  convention,  the  proposal  to  classify 
property  became  confused  in  the  minds  of  many  dele- 
gates with  the  single  tax,  and  was  therefore  opposed. 
Moreover,  the  state  tax  commission  strongly  advocated 
the  retention  and  extension  of  the  uniform  rule.^  It 
should  further  be  remembered  that  Ohio's  well-earned 
reputation  for  drastic  tax  legislation  is  the  direct  out- 
growth of  a  very  general  popular  acceptance  of  the 
imiform  rule;  in  the  words  of  Chairman  Dittey,  ''  the 
people  of  this  state  are  wedded  to  the  theory  of  a  general 
property  tax."  These  considerations  afford  the  ex- 
planation of  the  overwhelming  majority  by  which  the 
convention  voted  to  re-submit  the  uniform  rule,  to- 
gether with  a  provision  for  the  taxation  of  bonds  of  the 
state  or  of  its  political  subdivisions  issued  after  January 

1  See  the  addreeBee  of  Chairnuui  Dittoy  entitled:  '*  Taxation;  Proposed  Con- 
stitutional Chances**  (Pamphlet,  Columbua,  1912);  and  "Uniform  Rule  and  Tax 
limit  Legulation  in  Ohio  *'  (Sixth  National  Conference  on  State  and  Looal  Taxation, 
1912,  pp.  215-233).  Similar  views  are  expressed  in  the  Annual  Report  of  the  Tax 
Commission  of  Ohio,  1911,  especially  pp.  32-38.  The  writer  has  reviewod  this  report 
in  the  American  Eoonomic  Review,  vol.  ii,  p.  729  (September,  1912). 
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1,  1913.  This  proposal  was  adopted  at  the  special 
election  of  September  3, 1912  by  a  majority  of  19,175  in 
a  total  vote  of  518,903,  or  about  half  the  total  vote  in  the 
regular  election  in  November.^ 

The  taxation  of  municipal  bonds  promised  for  a  time 
to  become  the  entering  wedge  for  the  revision  of  the 
taxation  article  along  more  liberal  lines.  As  a  result 
both  of  financial  conditions  and  of  the  tax  on  municipals, 
issues  made  early  in  1913  found  a  poor  market,  and 
could  be  sold  only  on  an  interest  basis  varying  from  one- 
half  to  one  per  cent  above  customary  rates.  That  rates 
did  not  advance  more  sharply  is  due  to  the  improbability 
that  the  bonds  would  actually  be  taxed.* 

The  result  of  the  declining  price  of  bonds  was  a  move- 
ment in  favor  of  the  submission  to  the  people  of  an 
amendment  exempting  all  state  and  municipal  bonds 
from  taxation.  Advocates  of  classification  seized  upon 
this  opportunity  to  secure  a  revision  of  the  fundamental 
rule  of  taxation.  There  was  no  reason  to  suppose  that 
there  had  been  a  change  in  the  attitude  of  voters  on  this 
question,  but  strong  ground  for  hope  of  a  favorable  vote 
was  afforded  by  the  adoption  in  1912  of  a  rule  for  amend- 
ing the  constitution,  whereby  an  amendment  carries  if 
it  receives  the  approval  of  a  majority  of  those  voting  on 
that  question.  But  the  path  of  taxation  amendments  is 
not  yet  smooth,  for  a  proposal  to  submit  to  the  people  an 
amendment  providing  for  classification  was  over- 
whelmingly defeated  in  the  legislature  of  1913,  while 
a  proposal  to  exempt  public  bonds  was  approved  by 
a  large  majority,  only  to  be  defeated  at  the  polls  by  a 
vote  of  312,232  to  340,570.« 

^  Bopoct  of  tbo  SeoreUry  of  State,  1912,  p.  667.  The  amendment  also  provided  for 
excise  and  produotion  taxes  and  for  progressive  inheritance  and  income  taxes;  but  these 
must  be  in  addition  to  taxes  on  property.     Constitution.  Article  XII.  Section  2. 

>  The  averacB  rate  of  property  taxation  in  the  state  is  about  twelve  mills  on  the  dol- 
lar; in  the  larger  cities  it  is  about  fifteen  miOa. 

•  Report  of  Secretary  of  Stote,  1013,  pp.  302,  308. 
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The  foregoing  review  of  past  efforts  to  secure  a  more 
satisfactory  taxation  article  in  the  constitution  si^gests 
that  the  people  of  the  state  are  not  ready  to  take  a  pro- 
gressive attitude  on  the  question  of  taxation.  At  the 
present  time,  public  discussion  of  the  tax  question 
would  seem  at  most  to  be  of  educational,  rather  than  of 
immediately  practical,  value.  Nevertheless,  agitation 
for  constitutional  revision  continues.  As  I  write 
(December,  1914),  the  Columbus  Chamber  of  Com- 
merce is  directing  a  campaign  to  induce  the  next  legisla- 
ture to  re-submit  the  proposal  to  exempt  public  bonds; 
and  during  the  past  summer,  a  number  of  organizations 
under  the  active  leadership  of  the  Ohio  State  Board  of 
Commerce  initiated  an  amendment  to  the  constitution 
which  sought  to  provide  a  classified  property  tax, 
together  with  a  narrow  limitation  of  aggregate  tax 
rates.^  The  proposal  cannot  be  considered  a  satisfac- 
tory solution  of  Ohio's  taxation  problem.  The  inclusion 
of  two  such  distinct  projects  in  one  amendment  doubt- 
less contributed  to  the  decisive  defeat^  of  the  proposal 
at  the  November  election,  and  robs  the  vote  of  signifi- 
cance as  an  indication  of  popular  sentiment  on  classifi- 
cation. 


II 

Having  now  sketched  the  taxation  situation  as  it 
developed  under  the  immediate  impulse  of  the  recom- 
mendations of  the  commission  of  1908,  we  may  next 
examine  Ohio's  two  most  recent  efforts  to  make  the 
general  property  tax  in  fact  what  it  is  in  name.  I  refer 
to  tax  rate  limitation  and  centralized  assessment. 

>  The  text  <A  the  propoeed  amendment,  with  explanatory  matter,  is  publiehed  in 
pamphlet  form  by  the  Ohio  State  Board  of  Commerce  (Columbus),  and  may  also  be 
found  in  the  Ohio  Journal  of  Commerce  for  August  15,  1914. 

s  The  vole  on  the  amendment  was  228,873  for  and  561,700  against. 
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Soon  after  the  reduction  in  the  state  levy  on  general 
property  in  1902,  attention  was  called  to  the  rapid 
increase  in  local  taxes.  This  increase  had  in  fact  begun 
somewhat  earlier,  altho  in  popular  discussions  it  was 
commonly  dated  from  1902.^  It  was  asserted  that  the 
^^tax-spenders/'  finding  their  opportimity  in  the  re- 
duction of  the  state  levy,  were  indulging  in  a  riot  of 
extravagance  at  the  expense  of  the  '^  tax-payers/' 

This  view  appears  to  me  to  have  originated  in  the 
opposition  of  certain  business  interests  to  the  develop- 
ment of  special  corporation  taxes  for  the  use  of  the  state 
government.  It  is  undeniably  true  that  the  develop- 
ment of  special  sources  of  revenue  made  possible  the 
reduction  of  the  state  levy,  but  it  by  no  means  follows 
that'that  development  was  unwise,  or  that  it  was  in  any 
sense  a  cause  of  increasing  expenditures.  It  is  easy  to 
show  that  the  phenomenon  of  increasing  local  expendi- 
tures is  not  confined  to  Ohio,*  and  has  other  causes  than 
official  extravagance.  It  would,  of  course,  be  too 
much  to  claim  that  there  has  not  been  unwise  and  even 

1  The  foUowJng  table  (compiled  from  the  Reports  of  the  Auditor  of  SUte)  shows  the 
per  cent  inoreaaes  of  loeal  levies  for  the  years  specified  over  those  of  the  year  next  pnoed- 
ing.  For  purposes  of  oompariaon,  the  per  cent  increases  of  state  expendituns  (compiled 
from  Bogart,  Financial  Histoiy  of  Ohio,  p.  141,  and  Auditor's  Reports)  are  also  given. 


Year 

Per  cent  Increase  of 
Local             State 
Levies       Ezpendttiiras 

Year 

Per  oent  Increase  of 
Local           State 
Levies      Expenditures 

1808 

0.11% 

13.4% 

1005 

4.2% 

-0.7%  (Dec.) 

1890 

3.2 

-7.2(DecTOase)  1006 

5.1 

7.1 

1000 

2.8 

5.1 

1007 

8.5 

1.8 

1001 

4.8 

5.6 

1008 

5.4 

24.8 

1002 

8.7 

1.5 

1000 

5.7 

11.6 

1008 

8.3 

3.2 

1010 

6.2 

-3.0  (Dec.) 

1004 

8.5 

11.4 

1011 

5.8 

8.0 

1808-1011 

07.0 

80.8 

• 

1002-1011 

71.5 

81.3 

«  The  expenditures  of  146  cities  in  the  United  States  increased  86.4  per  oent  from 
1002  to  1011.  (See  Financial  SUtistics  of  Cities,  1011,  p.  17.)  In  the  same  period, 
local  levies  in  Ohio  increased  71.5  per  cent.  Local  levies  provide  the  funds  for  the 
greater  part  of  local  expenditures,  and  therefore  indicate  fairly  well  the  trend  of  local 
expenditures.  C^ty  and  village  levies,  not  including  those  for  public  schools,  increased 
68  per  cent  from  1002  to  1011,  while  those  for  other  local  purposes,  excluding  schools, 
increased  05.1  per  cent  and  school  tovies  increased  80  per  cent. 
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corrupt  expenditure,  but  there  can  be  little  doubt  that 
the  principal  causes  of  increasing  local  expenditures  are 
the  growth  of  population  and  the  emergence  of  new 
needs. 

The  n^ect  of  these  considerations  by  the  active 
representatives  of  the  business  interests  of  Ohio,  as  well 
as  their  attitude  on  various  projects  of  legislation,  gives 
color  to  the  view  that,  in  their  desire  to  limit  their  own 
tax  payments,  they  have  been  led  to  oppose  the  develop- 
ment and  extension  of  the  functions  of  government,  and 
thus,  in  many  cases,  to  place  themselves  in  opposition 
to  social  progress.  Nevertheless,  their  demand  that 
tax  rates  be  limited  as  a  means  of  enforcing  economy  in 
public  administration  met  with  popular  favor.  The 
supposed  advertising  value  of  low  tax  rates  was  also 
urged.  The  ai^^ument  for  limited  rates  was  put  on 
firmer  ground  when  it  was  shown  that  the  prevalent 
evil  of  under-assessment  of  tangible  property  tended  to 
force  nominally  high  tax  rates,  and  thereby  to  dis- 
courage the  return  of  intangible  property,  the  escape  of 
which,  in  turn,  operated  to  keep  rates  high.  This 
phase  of  the  argument  approaches  the  common  error  of 
many  advocates  of  a  classified  property  tax  in  believing 
that  a  low  rate  of  taxation  will  of  itself  bring  intangible 
property  out  of  hiding.  To  many,  this  belief  in  the 
**  coaxing  "  power  of  a  low  rate  became  the  principal 
reason  for  advocacy  of  rate  limitation,  a  view  which 
received  some  corroboration  from  the  fact  that  the 
leaders  in  the  agitation  for  low  rates  had  also  been 
leaders  in  the  effort  to  secure  classification.^ 

The  approach  of  the  first  quadrennial  appraisement  of 
real  estate  in  1910  was  an  auspicious  time  for  the  inau- 

>  It  dioold  be  borae  in  mind  that  in  Ohio  indiTiduab  and  ma^ 
an  required  by  law  to  deolare  their  perwnal  property  for  taxation,  and  that  thie  Uet 
•tends  unlees  anweirim  offioials  can  show  that  it  is  inoocieot,  or  can  persuade  the  tax- 
payer to  modify  it. 
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guration  of  a  state-wide  campaign  to  secure  a  closer 
observance  of  the  constitutional  rule  requiring  the 
taxation  of  all  property  at  its  true  value  in  money.  It 
was  also  an  auspicious  time  to  secure  converts  to  the 
rate-limitation  propaganda,  since  the  argument  lay  on 
the  surface  that  the  increase  of  tax  valuations,  if 
unaccompanied  by  rate  limitation,  would  give  the ''  tax- 
spenders  "  an  opportunity  greatly  to  increase  the 
amount  of  taxes  collected  without  incurring  the  political 
odium  which  commonly  attaches  to  an  increase  of 
rates.  And  finally,  the  experience  of  West  Virginia 
under  legally  limited  rates  ^  was  cited  as  proof  of  the 
causal  connection  between  low  rates  and  high  valua- 
tions, altho  that  connection  obviously  runs  the  other 
way. 

Governor  Harmon  was  interested  in  the  plan,  and 
what  was  practically  an  administration  measure  was 
introduced  in  the  General  Assembly  and  passed  in  an 
amended  form  May  10,  1910.^  The  title  of  the  act  is 
significant: 

"  To  secure  an  equitable  valuation  of  property  for  taxation  by  limit- 
ing the  tax  rate,  limiting  the  power  to  issue  bonds,  removing  certain 
penalties  for  improper  valuation.  ..." 

This  act  imposed  no  restrictions  on  the  amount  of 
taxes  to  be  raised  so  long  as  the  rate  did  not  exceed  ten 
mills  on  the  dollar;  but  if  the  amount  which  could  be 
raised  by  a  rate  of  ten  mills,  —  exclusive  of  additional 
amounts  (over  those  levied  in  1909)  authorized  for 

1  See  T.  C.  Townaend,  "  Taxation  Work  in  Weet  Viisinia,"  State  and  Local  Taaca- 
tion,  vol.  iv,  pp.  165-178  (1910). 

s  101  Ohio  Laws,  430.  The  govemor'B  reootnmwndation  is  found  in  hla  Meaoage, 
1910,  p.  6.  The  bill  is  described  by  Bogart,  Ameiioan  Eoonoimo  Review,  voL  i,  pp. 
615-510.  The  popularity  which  the  proposal  had  achieved  is  well  illustrated  by  the 
statement  of  the  Qeveland  real  estate  appraisers  before  the  Senate  committee  on  taxa- 
tion, that  they  had  appraised  realty  at  full  value,  but  would  enter  the  tax  valuatioii 
at  40  per  eent  of  full  value  unless  the  tax  rate  were  limited.  And  these  sssnssnw  had 
sworn  to  assess  all  property  at  its  true  value  in  moneyl 
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smking  funds  or  for  specified  emergencies,  or  by  vote  of 
the  people,  —  should  be  less  than  the  amount  levied  in 

1909,  plus  certain  percentages  for  years  subsequent  to 

1910,  then  the  rate  might  be  increased  to  a  mfLTiiniiTn  of 
fifteen  mills,  exclusive  of  levies  for  sinking  fund  and 
interest.  Governor  Harmon  withheld  his  signatiu^ 
from  the  bill  because  of  this  elastic  limit,  and  insisted 
that  the  amount  of  taxes  levied  in  any  jeBx  should  be 
limited  to  that  levied  in  1909,  and  that  the  rate  be 
limited  to  ten  mills  unless  more  should  be  ''  authorized 
by  vote  on  propositions  stating  specifically  purpose  and 
amount."  ^  The  act  of  May  31, 1911,  fortunately  pro- 
vided somewhat  less  rigid  limitations.  It  made  the 
levies  of  1910  the  norm  by  which  future  levies  were  to 
be  determined.  Except  for  emergencies  or  by  vote  of 
the  people,  levies  made  in  1911  might  not  exceed  this 
norm;  those  of  1912  might  exceed  it  by  6  per  cent; 
those  of  1913  by  9  per  cent,  and  those  of  any  subsequent 
year  by  twelve  per  cent.  The  levy  was  fiui;her  re- 
stricted by  limiting  the  tax  rate  to  ten  mills,  exclusive  of 
sinking  fund  and  interest  purposes,  but  this  rate  might 
be  increased  for  emergencies  or  by  vote  of  the  people  to  a 
maximum  of  fifteen  mills.  Levies  for  service  of  debt 
were,  however,  still  outside  this  limit  of  fifteen  mills.' 
Levies  for  specific  purposes  were  also  limited  and  an 
ex-officio  budget  commission  was  created  in  each  county 
to  supervise  the  enforcement  of  the  various  limitations 
laid  down  in  the  law. 

Opinion  is  sharply  divided  as  to  the  merits  of  this  so- 
called  Smith  one  per  cent  law.  Mayor  Baker  of  Cleve- 
land has  publicly  characterized  it  as  ''  conceived  in 
iniquity  and  bom  in  sin.''  It  has  equally  warm  de- 
fenders.    The  influential  Ohio  State  Journal  has  re- 

>  Governor's  Meonce.  Ohio  Bzeoutive  Dovuments,  Pt.  1. 1910,  i>p.  70-71. 
«  See  below,  p.  408. 
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peatedly  referred  to  it  editorially  as  "  the  best  law  ever 
put  upon  the  statute  books."  It  is  impossible  to  give  a 
complete  and  accurate  statement  of  its  results.  It  is 
quite  probable  that  in  some  places  extravagance  has 
been  checked,  but  it  is  even  more  certain  that  desirable 
expenditures  have  often  been  prevented.^  The  law 
seems  to  have  borne  most  heavily  on  permanent  im- 
provements in  school  districts  and  in  the  larger  cities, 
altho  its  full  effects  are  doubtless  not  yet  apparent.  A 
number  of  taxing  districts  which  had  made  little  or  no 
levy  in  1910,  because  of  an  accumulated  surplus,  suf- 
fered considerable  inconvenience  through  the  limitation 
of  levies  to  a  percentage  of  the  levy  of  1910,  rather  than 
to  a  percentage  of  expenditures  drawn  from  tax  rev- 
enues. Careful  financing  in  that  year  was  thus  penalized 
by  inability  legally  to  make  adequate  levies  in  succeed- 
ing years.  Budget  commissions  have  not  infrequently 
been  forced  to  disregard  the  law  in  order  to  enable  some 
of  the  local  governments  to  exist  and  transact  business. 
Sinking  funds,  in  particular,  have  been  neglected.  An 
act  of  1913 '  relieves  this  situation  by  eliminating  that 
limitation  of  total  levies  which  referred  to  the  1910 
levy.  It  also  chang^  the  constitution  of  the  budget 
commission  in  such  a  way  as  to  give  to  school  districts 
and  larger  cities  greater  influence  in  determining  tax 
levies.* 

In  some  cases,  the  difficulties  experienced  under  the 
law  were  aggravated  by  reason  of  the  prevalent  belief 

1  See  the  eritioiBm  of  the  law  by  Mr.  A.  J.  Nook  in  GoUier's,  June  16, 1918,  and  the 
oomment  thereon  by  Professor  Bogart.  American  Eoonomio  Review,  vol.  ii,  pp.  973, 
974.  For  the  point  of  view  of  school  men,  see  J.  F.  Orr,  Ohio  Teacher,  toI.  xzziii. 
pp.  354-869  (March,  1913). 

«  108  Ohio  Laws.  662. 

I  In  counties  where  the  greater  part  of  taxable  property  is  within  cities  and  viOaces, 
the  prosecuting  attorney  is  displaced  as  a  member  of  the  commission  by  the  solicitor  of 
the  langeet  dty,  who  is  sv-fli^leio  the  legal  adviser  of  the  school  board.  In  other  coun- 
ties the  president  or  a  member  of  the  school  board  takes  the  place  of  the  prosecuting 
attorney  on  the  commission. 
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that  levies  for  dnking  fund  and  interest  must  come 
within  the  fifteen  mills  limitation.  It  is  clear  that  in 
taxing  districts  heavily  biuxlened  with  debt,  such  an 
interpretation  might  prevent  highly  desirable  expendi- 
tures, even  when  the  total  levy  was  smaller  in  amount 
than  the  levy  of  1910,  as  increased  by  the  proper  per- 
centage. This  interpretation  was  rejected  by  the 
supreme  coiui;  ^  during  the  legislative  session  of  1913, 
when  it  affirmed  the  decision  of  the  lower  coiui;  approv- 
ing a  levy  in  excess  of  fifteen  mills  in  order  to  provide 
for  debt  not  yet  existing,  but  about  to  be  contracted  on 
authority  of  a  vote  of  the  people.  The  decision  drew 
from  Grovemor  Cox  a  special  message  urging  that  the 
legislature  remove  all  ambiguity  in  the  act  and  restore 
the  maximum  limitation,  because  tax-payers  had  been 
induced  to  return  large  amounts  of  property  for  taxa- 
tion at  full  value,  on  a  virtual  pledge  of  the  faith  of  the 
state  not  to  exact  a  rate  of  more  than  fifteen  mills.^  His 
recommendation  was  followed,  and  the  law  now  for- 
bids a  rate  in  excess  of  fifteen  mills,'  even  tho  it 
should  prove  impossible  to  provide  for  the  barest 
needs  of  local  government  and  also  to  provide  for  the 
debt.^  Eminent  legal  authority,  including  the  attor- 
ney-general and  Mayor  Baker  of  Cleveland,  hold  that 
this  absolute  limitation  renders  the  law  void,  since  it 
seeks  to  deprive  the  taxing  district  of  the  power  to  pro- 
vide for  its  lawful  obligations;  *  but  the  point  has  not 
been  passed  upon  by  the  courts. 

>  Room  t.  State.  87  Ohio  State,  613.     Reported  without  opinion. 

s  Goivenior's  MeoncOf  January  29,  1013. 

*  108  (Hiio  Lftwi.  57.     For  the  road  tax  in  exoe«  of  this  iimitation,  see  below,  p.  508. 

«  In  many  eases,  this  oontinten^y  has  been  prorided  for,  at  least  temporarily,  by  an 
inenase  in  the  sssesned  Tsluation  of  property  in  1014.     See  below,  p.  511. 


•  See  F.  W.  Coker,  '*  Administtation  of  Looal  Taxation  in  Ohio,"  Annals  Amer. 
AoMi.,  May.  1018. 
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Notwithstanding  the  difficulties  experienced  under 
rate  limitation,  it  has  been  proposed  to  write  the  ten 
null  limit  into  the  fundamental  law.  The  administra- 
tion has  at  times  lent  a  sympathetic  ear  to  the  sugges- 
tion, but  an  initiated  amendment  to  the  constitution, 
which  proposed  a  more  rigid  limitation  of  the  tax  rate 
than  the  state  has  yet  tried,  was  defeated  at  the  No- 
vember election.  The  proposed  amendment  also 
provided  for  a  classified  property  tax;  if  rate  limitation 
could  have  been  voted  on  separately,  it  seems  not 
unlikely  that  it  would  have  been  approved. 

While  the  influence  of  the  Smith  law  on  expendit\u:es 
is  a  mooted  question,  it  is  possible  to  speak  much  more 
definitely  of  its  influence  in  inducing  the  voluntary 
return  of  property  which  under  the  higher  rates  had 
escaped  taxation.  It  must  be  remembered,  however, 
that  the  agitation  in  favor  of  more  honest  returns  and 
truer  valuations  of  property,  which  was  described 
above,^  affected  assessing  officials  as  well  as  tax-payers; 
in  particular  the  work  of  the  appointive  city  boards  of 
review  showed  the  effect  of  this  stimulus.  An  increase 
in  assessed  valuation  may  accordingly  reflect  he^tened 
administrative  efficiency  as  well  as  the  "coaxing" 
power  of  low  rates.* 

We  may  take  as  the  basis  of  our  comparison  the 
assessed  valuation  of  property  as  it  stood  in  1910.  The 
tax  limit  act  of  1910  became  effective  January  1,  1911, 
and  therefore  had  no  effect  on  the  assessment  of  person- 
alty in  1910,  while  the  real  estate  appraisal  of  1910  did 
not  become  effective  as  a  basis  for  tax  levies  until  1911. 
When  property  was  being  appraised  in  1911,  however, 
not  only  was  the  campaign  for  listing  at  true  value 

>  See  p.  fiOl. 

s  It  should  be  added  th»t  the  law  indemnified  *'  tax-dodgera  "  for  past  sine  by  enact- 
ing that  penalties  for  evasion  should  not  go  baok  of  1011.  102  Ohio  Laws,  266,  Section 
2. 
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renewed  and  the  rate  limitation  act  in  force,  but  it  was 
also  apparent  that  the  legislature  would  soon  impose 
still  fiui;her  restrictions  on  the  tax  rate.  Moreover,  the 
assessment  of  public  utilities  and  the  equalization  of  the 
valuation  of  bank  shares  and  of  real  estate  was  now 
entrusted  to  the  tax  commission.  The  combined  result 
of  these  forces  was  a  marked  increase  in  the  amount  and 
valuation  of  all  kinds  of  property  on  the  tax  dupUcate. 
The  assessments  fixed  in  1912  and  1913  are,  however,  a 
fairer  test,  because  the  tax  limit  law  was  then  better 
understood.  The  subjoined  table  ^  shows  the  percen- 
tile increases  in  the  assessed  valuation  of  various  kinds 
of  property  over  the  valuations  of  1910: 

1  TableB  I  and  U  an  derivad  from  the  following  figures  compiled  from  the  Reports  of 
tlM  Auditor  of  State  for  1910-13,  and  of  the  Tax  Commission  for  1910-13.  The  figures 
are  not  in  entire  agreement.  I  have  used  those  given  by  the  commission  for  publio 
utilities  and  for  banks  in  1910,  altho  this  figure  may  include  bank  realty.  The  figures 
for  misoeOaneous  corporations,  1010~12,  are  arrived  at  by  subtracting  the  valuations 
taken  for  banks  and  utilities  from  the  amounts  for  incorporated  companies.  All  in- 
tangible property  of  corporations  wbkh  is  sepai»tely  stated  by  the  auditor  has  been 
assigned  to  miscellaneous  corporations.  Finally ,  I  have  felt  warranted  in  increasing  the 
1010  total  for  corporate  personalty  by  the  amount  of  the  discrepancy  in  the  auditor's 


Pbopbbtt  Valuatiomb  bt  Spbgifibd  Classhs,  1910-1913 
(Amounts  in  millionfl  of  doUlara) 

ClasB  of  Property                     1910  1911  1912  1913 
Personal  Property 

Corporate  Personalty 466.9  1.383.2  1.536.3  1,698.2 

Banks   80.7  145.8  147.3  184.2 

Public  Utilities 226.2  912.9  994.0  1.058.2 

Miscellaneous 160.0  324.5  394.0  455.8 

Tangible  I  „^            . ,  (   260.1  319.1  394.0 

Intan^ble }Notsep«.ble  j     ^^  ^^^  ^^  ^ 

Personalty  of  Individuab 360.5  547.0  606.9  632.3 

Tangible  220.8  361.0  375.0  392.5 

Intangible 130.7  186.0  231.9  239.8 

Totallntangible  Ptosonalty   ....        (7)  250.4  306.8  301.5 
Total  Bsnonalty  (as  in  Auditor's 

**  TkUe  VI ") 789.6  1.930.2  2.142.1  2.330.5 

Discrepancies 37.8  -2.3  3.3  -30.4 

Personalty  on  Duplicate 827.4  1,927.9  2.145.4  2.300.1 

Real  Estate 1.656.9  4.273.4  4.335.7  4.419.0 

Grand  Duplicate 2.484.3  6.201.3  6.481.1  6.719.1 
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TABLE  I 
Feb  Cbht  Incbbasbb  in  F&opbbtt  Valuations  ovbb  1910 

Par  OMit  InenMM 
CbM  of  Ptoperty  1911  1912  1913 

RealEMate  158  162  167 

Penonal  Ptoperty 133  150  178 

Corporate  Penmiialty 196  220  264 

Banks 80  82  128 

Public  UtUities  304  339  368 

MiaoeUaneous   103  146  185 

Personalty  of  Individuals  ...  52  68  62 

Tangible 63  70  56 

Intangible 33  66  72 

All  Property 149  161  170 

It  is  apparent  from  the  above  table  that  the  most  note- 
worthy increases  in  taxable  valuations  have  occurred 
in  those  fields  in  which  the  influence  of  the  state  tax 
commission  has  been  strongest.^  In  other  words,  the 
great  additions  to  the  grand  duplicate  of  the  state  in  the 
three  years  following  1910  are  for  the  most  part  due  to 
central  assessment  or  equalization  of  the  valuations  of 
banks,  public  utilities  and  real  estate,*  rather  than  to 
fuller  returns  of  their  property  by  tax-payers  under  the 
inducement  of  limited  rates.  Even  in  those  cases  where 
the  assessment  is  based  directly  on  the  declaration  of 
the  tax-payer  (individuals  and  miscellaneous  corpora- 
tions), improved  assessment  work,  as  previously  noted, 
has  contributed  to  the  increase  of  valuations.  Altho 
relatively  much  less  than  in  the  case  of  assessments 
definitely  fixed  by  the  tax  commission,  the  increases  in 
the  valuations  returned  to  county  auditors  and  local 
assessors  are  yet  considerable;  within  the  three  years 

1  The  diaorepaiiaieB  between  the  reports  of  the  auditor  and  tax  eommiaeion  make  it 
seem  not  iminobable  that  these  increases  are  too  low  in  the  case  of  banks.  But  the 
clasrification  of  corporate  property  is  necessarily  somewhat  provisional. 

s  The  otisinal  Taluatton  of  real  estate  as  fixed  by  the  asseseow  in  IMO  showed  an 
of  126  per  cent  over  the  amount  then  on  the  duplicate;  to  this  valuatfam  the  tax 
added  nearly  •500,000,000.  or  26  per  cent.     See  Beport  of  the  Tkm,  Com- 
1011.  Appendix. 
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the  assessments  charged  against  miscellaneous  business 
corporations  increased  $295,000,000,'  those  in  respect  of 
the  tangible  personalty  of  individuals  increased  $170,- 
000,000,  and  those  in  respect  of  individually-owned 
intangible  property  increased  $100,000,000. 

The  change  in  distribution  of  the  tax  biuxlen  among 
the  owners  of  the  various  classes  of  property  is,  how- 
ever, a  more  significant  test  of  the  results  of  the  Smith 
law  than  the  increase  in  valuations.  Table  II  exhibits 
these  changes. 

TABLE  n 

Feb  Cbht  DisTBiBxrnoN  or  Pbopbbtt,  bt  CLAfiSBS,  1910-1913 

Per  oent  dislributioii 
C3%»  of  Property  1910  1911  1912         1913 

Real  Estate  d6.7  68.9  66.9  65.8 

F^nonal  Ptoperty 33.3  31.1  33.1  34.2 

Corporate  Personalty  . .      18.8  22.3  23.7  25.3 

Banks 3.2  2.4  2.3  2.7 

PubUc UtiHtiea  ...       9.1  14.7  15.3  15.7 

Miscellaneous  6.5  5.2  6.1  6.8 

Tangible  ....  1  Not  f  4.2  4.9  5.9 

Intangible  . . .  /  Separable!  1.0  1.2  .9 

Personalty  of  Individuals     14.5  8.8  9.4  9.4 

Tangible 8.9  5.8  5.8  5.8 

Intangible... 5.6  3.0  3.6  3.6 

Total  Intangible  Personalty  (7)  4.0  4.7  4.5 

The  significant  changes  in  the  immediate  incidence  of 
the  tax  burden  which  are  broi^t  out  by  the  table  are 
the  increase  in  the  share  of  taxes  falling  upon  public 
utilities  from  9.1  per  cent  of  the  total  in  1910  to  15.7  per 
cent  in  1913,  and  the  decline  in  the  share  borne  by 
individuals,  whether  in  respect  of  the  ownership  of 
tangible  or  of  intangible  property.     The  increase  in  the 

>  The  valuation  of  miooeDaneous  oorponktknis  appean  to  be  veiy  low,  when  com- 
pared with  their  leturns  to  the  eommiaBioiier  of  internal  revenue.  The  figures  are  of 
eoune  not  etrictly  comparable;  but  miscellaneous  oorporataons  having  thcdr  principal 
place  of  business  in  Ohio  reported  in  1014  a  stock  capitalisation  of  $1,670,000,000  with 
taxable  income  of  $100,500,000,  which  is  11.7  per  cent  on  the  capital.  The  property  of 
miscellaneous  corporations  in  Ohio  was  vahied  in  1013  at  $405,800,000. 
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share  of  taxes  faUing  upon  public  utilities  is  to  be  attrib- 
uted mainly  to  the  activity  of  the  tax  commission  in 
correcting  the  gross  under-assessment  which  had  pre- 
vailed prior  to  1910.  By  contrast  with  the  increase  in 
the  share  borne  by  public  utilities,  the  decrease  in  the 
share  of  taxes  falling  upon  miscellaneous  corporations 
and  individuals  from  21  to  16.2  per  cent  emphasizes  the 
failiu*e  of  self-assessment  even  under  limited  tax  rates. 
The  cherished  hope  that  limited  rates  would  avail  to 
place  a  juster  share  of  the  biuxlens  of  government  upon 
the  owners  of  intangible  property  has  been  sorely  dis- 
appointed, for  such  property  has  of  recent  years  formed 
a  smaller  proportion  of  all  property  on  the  duplicate 
than  ever  before.  The  amount  of  taxes  assessed  to 
individuals  in  respect  of  their  ownership  of  intangible 
property,  computed  at  the  average  tax  rate  prevailing 
in  the  state,  was  36  per  cent  less  in  1912,  and  27  per 
cent  less  in  1913,  than  in  1910,  altho  within  the  period 
the  total  amount  of  taxes  levied  upon  property  was 
increasing. 

We  may  next  inquire  whether  the  relative  decline  in 
the  valuation  of  the  personalty  of  individuals  and  mis- 
cellaneous corporations  can  be  viewed  with  satisfaction, 
as  representing  merely  an  equalization  of  assessments,  or 
whether  there  continues  to  be  under-assessment  and 
evasion  in  the  assessment  of  these  classes  of  property. 

It  is,  of  course,  not  possible  to  estimate  the  amount  of 
taxable  personalty  owned  by  individuals.  The  total 
amount  of  certain  classes  of  intangible  property  may 
indeed  be  approximated,  but  its  ownership  is  an  un- 
solved riddle.  Nevertheless,  certain  comparisons  may 
be  instituted  which  will  throw  some  light  on  the  relative 
efficiency  of  the  assessment  of  different  sorts  of  property. 

The  entire  amount  of  intangible  property  listed  for 
taxation  by  individuals  and  miscellimeous  corporations 
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in  1912  was  $306,756,000,  of  which  $119,202,000 
represented  '^  moneys  on  hand  or  on  deposit  subject  to 
order."  Ten  days  after  tax-listing  day,  incorporated 
banks  in  Ohio  reported  individual  demand  deposits 
aggregating  $357,735,000.  At  the  same  date  these  banks 
reported  time  deposits  of  $331,321,000,  and  during  the 
year  building  and  loan  associations  reported  deposits  of 
$57,468,000.  On  June  14, 1912,  private  banks  reported 
to  the  comptroller  demand  deposits  of  $11,168,000,  and 
other  deposits  of  $13,088,000.  Demand  deposits  there- 
fore aggregated  $368,903,000;  time  deposits,  $401,877,- 
000.  Time  deposits  are,  under  a  ruling  of  the  attorney 
general,  taxable  as  moneys  if  they  are  actually  paid  on 
demand;  otherwise  they  are  taxable  as  credits  and  may 
be  oS&et  by  debts.  Probably  most  of  them  are  in 
strictness  taxable  as  moneys.  If  so,  the  true  amoimt  of 
moneys  approximated  $770,000,000.^  A  considerable 
portion  of  these  deposits  must  have  stood  to  the  credit 
of  public  utility  companies;  but  since  it  is  improbable 
that  such  concerns  carry  any  large  amount  of  time 
deposits,  it  seems  fair  to  conclude  that  their  deposits 
could  at  most  account  for  the  demand  deposits  in  excess 
of  the  amount  of  moneys  returned.  The  amount  of 
bank  deposits  in  Ohio  which  were  legally  taxable  as 
moneys  to  individuals  and  miscellaneous  corporations 
must  therefore  have  been  nearly  $500,000,000. 

The  amoimt  of  other  items  of  intangible  property  — 
credits  and  investments  —  cannot  be  so  readily  esti- 
mated. Mortgages  may  be  omitted  from  the  estimate, 
because  they  are  so  largely  held  by  banking  institutions 
and  insurance  companies,  and  are  thus  taxed  indirectly 

1  The  year  1912  is  chosen  for  this  comparison  because  the  state  department  of  t>ank- 
inc  issued  no  call  in  April,  1913.  The  returns  of  all  classes  of  banks  to  the  Comptroller 
of  the  Currency  as  of  June  4,  1913,  show  deposits  a«gregatinc  $821,331,000.  The 
amount  of  moneys  returned  by  individual  and  miscellaneous  corporations  as  of  Aprfl  13, 
1913,  was  $112,095,000,  and  the  total  amount  of  intangible  property  so  returned  was 
$301,637,000. 
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if  at  all.^  No  doubt  a  considerable  portion  is  privately 
owned  and  hence  directly  taxable;  but  the  amount  can- 
not be  estimated.  Neither  is  it  possible  to  estimate  the 
volume  of  credits  arising  to  merchants  and  professional 
men  of  all  classes,  nor  in  any  case,  the  extent  to  which 
credits  are  offset  by  bona  fide  debts.  One  clue  to  the 
amount  of  credits  and  investments  may  indeed  be  had: 
the  statistics  of  corporate  indebtedness  compiled  by  the 
commissioner  of  internal  revenue.  For  1912,  this 
amounted  to  $1,320,000,000.>  Some  of  this  indebted- 
ness is  of  course  owned  outside  the  state,  and  hence  not 
taxable  in  Ohio;  but  in  view  of  the  great  wealth  of  the 
state,  it  seems  probable  that  this  amount  is  more  than 
offset  by  the  indebtedness  of  foreign  corporations  owing 
to  residents  of  Ohio.  Some  part  of  the  debt  is,  again, 
not  worth  par.  But  when  every  allowance  is  made,  it  is 
evident  that  here  is  a  vast  mass  of  credits  and  invest- 
ments l^ally  taxable  in  Ohio,  but  actually  untaxed. 

This  attempt  to  estimate  the  amount  of  intangible 
property  in  Ohio  takes  no  account  of  taxable  stocks  of 
foreign  corporations,'  nor  mortgages,  nor  credits  other 
than  those  owing  by  banking  and  other  corporations  in 
Ohio,  not  all  of  which  can  be  reasonably  supposed  to 
have  been  offset  by  debts.  In  view  of  these  omissions 
and  of  the  large  volume  of  bank  deposits  and  corporate 
indebtedness,  it  seems  unlikely  that  more  than  a  fifth  or 
a  sixth  of  the  amount  of  intangible  property  legally 
taxable  to  individuals  and  miscellaneous  corporations 

>  Banks  are  taxed  on  a  valuation  of  their  stock,  in  the  name  of  the  Bhareholders; 
building  and  loan  aasoeiationfl  are  exempt  from  taxation  on  their  mortgagee,  and 
d<nnefltic  inauranoe  oompanies  commonly  invest  their  legal  reserve  in  mortgages,  and 
may  then  deduct  their  reserve  from  their  mortgages  for  puiposee  of  taxation.  General 
Code  of  Ohio.  Sections  5404,  6411,  5412,  9357  and  9675. 

*  Report  of  the  Commissioner  of  Internal  Revenue,  1912,  pp.  81-S4. 

*  The  shares  of  foreign  corporations  two-thirds  of  whose  property  is  taxed  in  the 
state  are,  under  certain  further  conditions,  exempt  from  taxation  in  Ohio.  The  shares 
of  all  domestic  coiporations  are  exempt.     General  Code,  Section  192. 
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was  actually  so  taxed.^  The  inadequacy  of  the  assess- 
ment of  intangible  property  is  all  the  more  apparent 
when  contrasted  with  the  assessment  of  real  estate  and 
the  property  of  public  utilities,  both  of  which  seem  to  be 
on  the  tax  duphcate  at  substantially  their  true  value  in 
money.  For  example,  the  average  value  per  acre  of 
farm  realty  fixed  at  the  quadrennial  appraisal  of  1910-1 1 
was  $67.86,  which  compares  with  $68.62,  the  value  found 
by  the  census  in  1910.* 

The  experience  of  Ohio  has  thus  demonstrated  the 
possibiUty  of  vastly  improving  the  assessment,  even  of 
the  more  easily  concealed  sorts  of  property,  under  a 
listing  system  administered  by  locally  elected  assessors, 
supplemented  by  moderately  limited  tax  rates.  But 
it  has  equally  demonstrated  the  futiUty  of  relying  on 
that  system  to  secure  even  reasonably  complete  returns 
of  intangible  property  while  the  tax  rate  remains  in  the 
neighborhood  of  one  or  one  and  a  half  per  cent.  More- 
over, in  view  of  the  constant  expansion  of  public  expen- 
diture, imder  the  stress  of  growing  population  and  of 
even  more  rapidly  growing  demands  upon  the  public 
service,  and  in  view  also  of  the  enforced  dependence  of 
the  local  governments  of  the  state  upon  a  imif orm  tax 
on  general  property  as  their  chief  source  of  revenue, 
there  can  be  little  hope  of  any  material  reduction  in  the 
tax  rate. 

Already  the  heavy  burden  of  debt  charges  and  the 
increasing  demands  upon  government  threaten  to  break 
down  the  limitations  imposed  by  the  Smith  law.  A 
list  has  been  compiled  of  thirty-six  municipalities, 

>  In  its  report  for  1911  (p.  6)  the  tax  oommisBion  holds  that  the  amount  of  taxable 
intangible  property  in  the  state  is  commonly  ovex^estimated.  The  only  eridenoe 
offered  in  support  of  this  conclusion  is  a  reference  to  the  extent  of  the  exemption  of 
securities  and  an  assertion  that  inventories  of  estates  under  probate  indicate  that  a 
mi^i<»ity  of  residents  invest  in  non-taxable  securities  or  in  taof^le  property. 

>  Report  of  Auditor  of  State,  1911,  p.  593;  Census,  1910,  vol.  vii.  p.  307. 
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including  four  of  the  lai^r  cities,  whose  annual  pay- 
ments for  interest  and  sinking  fund  purposes  consume 
from  40  to  71  per  cent  of  their  gross  tax  revenue.^ 
Perhaps  the  most  striking  illustration  of  increasing 
demands  upon  government  is  seen  in  an  act  of  1913, 
which  compels  a  levy  of  one-half  mill  upon  each  dollar 
of  taxable  property  in  each  coimty,  the  proceeds  to  be 
used  for  the  construction  and  maintenance  of  market 
roads.*  This  levy  is  superior  t6  aU  limitations  upon  the 
tax  rate,  and  the  legal  maximum  rate  is  therefore  now 
fifteen  and  one-half  mills.  Other  departures  from  the 
Smith  law  grew  out  of  the  disastrous  floods  which 
visited  large  areas  of  Ohio  in  the  spring  of  1913,  and 
necessitated  large  emergency  expenditures  for  repair 
and  reconstruction  of  roads,  bridges  and  other  public 
improvements.  Public  authorities  were  at  once  au- 
thorized to  borrow  money  for  these  purposes  and  to 
levy  taxes  for  interest  and  sinking  fund  payments 
without  regard  to  existing  limitations  upon  the  borrow- 
ing power  or  upon  the  tax  rate.' 

The  pressure  upon  the  revenues  from  property  taxes 
has,  moreover,  been  somewhat  augmented  by  the  reduc- 
tion in  the  revenues  from  the  liquor  traffic  under  the 
constitutional  amendment  adopted  in  1912,^  which 
limits  the  number  of  saloons  to  one  for  each  five  hun- 
dred of  the  population.  This  had  the  effect  of  reducing 
the  number  of  saloons  in  the  forty-three  "  wet "  coun- 
ties of  the  state  from  8,485  to  5,523.*  The  excise  tax 
on  saloons  is  $1 ,000 ;  so  that  the  revenue  of  the  state  and 

1  Governor's  Mesaage,  July  20,  1914. 

>  103  Ohio  Laws,  155,  •mended  by  102  Ohio  Laws,  862.  This  aet  followed  hard 
upon  the  defeat  of  a  proposed  constitutional  amendment  in  1912,  which  would  have  per- 
mitted the  issuance  of  $50,000,000  of  bonds  for  similar  purposes. 

•  108  Ohio  Laws,  141,  amended  by  103  Ohio  Laws.  760. 

•  Seetion  9  of  Artide  XV,  Ck>nstitution  of  Ohio. 

•  Statement  by  Auditor  of  State  to  press,  April  29, 1914. 
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its  subdivisioiis  from  this  source  declined  $2,962,000.^ 
Of  this  loss  of  revenue,  more  than  $1,500;000  fell  upon 
the  eight  counties  containing  the  largest  cities  of  the 
state  (those  having  over  50,000  population  in  1910).* 
So  precarious  had  the  financial  condition  of  the  cities 
become  by  last  spring,  that  a  commission  was  created  to 
investigate  the  subject,*  altho  hopes  are  entertained 
that  the  difficulty  iidll  be  relieved  by  the  improvement 
in  the  assessment  of  property,  which  is  next  to  be  dis- 
cussed. 

Ill 

The  recommendation  by  the  constitutional  conven- 
tion and  the  adoption  by  the  people  of  the  amendment 
re-enacting  the  imif  orm  rule  and  restoring  the  tax  upon 
mimicipal  bonds  ^  was  quite  naturally  interpreted  by 
the  tax  commission  as  a  mandate  from  the  people  to 
draft  a  bill  which  should  not  only  provide  the  adminis- 
trative machinery  believed  to  be  necessary  to  secure  an 
efficient  assessment  of  property,  but  should  so  revise  the 
definitions  of  taxable  property  and  the  rules  of  valua- 
tion as  to  conform  to  the  commission's  idea  of  a  general 
property  tax,  and  include  property  and  values  now  un- 
taxed. These  ideas  were  submitted  to  the  governor  and 
assembly  in.  the  form  of  a  bill  with  explanatory  notes.* 

>  Sinoe  the  reyenue  from  the  liquor  timfBo  is  divided  Among  state,  county,  and  dty  or 
towDBhip  in  the  ratio  of  3, 2,  and  6,  local  liquor  revenues  declined  more  than  $2,000,000. 
The  loee  of  revenue  to  the  state  was  compensated  by  certain  fees  payable  to  the  state 
liquor  license  board. 

>  The  estimates  of  revenue  are  based  upon  statements  stven  to  the  press.  The  total 
revenue  from  the  liquor  traffic  is  likely  to  be  somewhat  increased  under  the  **  home 
rule  "  amendment  adopted  November,  1914,  which  substitutes  local  option  for  county 
option  on  the  question  of  silloons.  But  this  can  hardly  increase  the  revenues  of  the 
laiier  cities,  which  were  already  *'  wet." 

*  104  Ohio  Laws,  192.     The  commission  is  to  report  in  December,  1914. 
«  Bee  above,  p.  486. 

*  RsoommendatirwMi  of  the  Tax  Commission  of  Ohio.  Columbus,  February  20, 
1913.    P.  123. 
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The  bill  proposed  to  make  changes  (1)  m  the  adminis- 
trative machinery,  (2)  in  the  definition  of  taxable  prop- 
erty and  the  rules  of  valuation  and  situs,  and  (3)  in  the 
provisions  for  the  collection  of  taxes.  Since  the  col- 
lection of  taxes  is  a  phase  of  tax  administration  quite 
distinct  in  interest  from  the  principles  of  taxation  and 
the  assessment  machinery  intended  to  enforce  the 
principles,  it  may  be  passed  over  in  this  paper.^ 

Altho  the  sections  of  the  bill  which  proposed  to  change 
the  definition  of  taxable  property  and  the  rules  of  valua- 
tion did  not  receive  legislative  sanction,  it  seems  worth 
while  briefly  to  discuss  them  because  they  show  what 
measures  the  state  may  be  driven  to  adopt,  by  the  pres- 
sure for  more  revenue,  if  it  adheres  to  the  general  prop- 
erty tax  and  to  rate  limitation.  The  spirit  of  the  bill  is 
well  suggested  by  the  definition  of  the  term  '^  personal 
property  "  to  include 

''  every  thing,  interest,  right  or  privilege,  all  and  singular,  of  whatso- 
ever Idnd,  name,  nature  or  description,  being  the  subject  of  owner- 
ship, which  the  law  may  define  or  the  court  interpret,  declare  or 
hold  to  be  property,  whether  animate  or  inanimate,  tangible  or 
intangible,  corporeal  or  incorporeal,  other  than  and  not  forming 
part  of  a  parcel  of  real  property,  as  defined  in  this  chapter.  ..." 

Other  sections  of  the  bill  define  with  considerable  partic- 
ularity various  specific  kinds  of  property.  Mortgages 
are  defined  as  money  loaned  by  residents,  secured  by 
lien  on  real  estate  without  the  state;  money  loaped  by 
residents  or  non-residents  and  secured  by  lien  upon  real 
estate  within  the  state;  and  all  sums  owing  to  residents 
or  non-residents,  secured  by  lien  on  any  real  or  personal 
property  within  the  state  and  belonging  to  any  corpora- 
tion or  public  utility.  Mortgages  and  bonds  secured  by 
lien  on  property  within  the  state  could  thus  be  inevi- 
tably taxed,  wherever  owned,  by  making  the  tax  a  lien  on 

>  This  put  of  tbe  oommiarion's  proposed  bill  was  introduoed  in  the  Senate  by  Bir. 
Haas,  but  did  not  eome  to  a  vote. 
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the  mortgaged  property;  but  no  deduction  from  the 
valuation  of  the  mortgaged  property  was  contemplated, 
as  is  the  usual  practice  where  mortgages  are  taxed  where 
the  encumbered  property  is  located. 

It  is  obvious  that  the  adoption  of  this  proposal  would 
result  in  a  much  more  flagrant  case  of  double  taxation  of 
mortgages  than  the  present  system.  Nor  does  it  seem 
likely  that  such  a  plan  would  successfully  run  the 
gauntlet  of  the  federal  courts.  In  the  leading  case  of 
State  Tax  on  Foreifftirheld  Bands,  arising  in  Pennsyl- 
vania, the  court  held  that  bonds  owned  by  non-resi- 
dents, altho  secured  by  a  mortgage  upon  property 
situated  in  the  state,  are  property  beyond  its  jurisdic- 
tion. In  explanation,  the  court  remarked  that  in 
Pennsylvania,  a  mortgage,  tho  in  the  form  of  a  convey- 
ance, is  a  mere  security  for  a  debt  and  transfers  no  estate 
in  the  mortgated  premises.^  In  essential  harmony 
with  the  Foreign-held  Bonds  case,  the  supreme  court 
has  since  explicitly  held  that  due  process  of  law  is 
observed  and  equal  protection  afforded,  where  the  mort- 
gage is  taxed  as  land,  wherever  owned,  and  the  mort- 
gagor is  permitted  to  deduct  the  mortgage  from  the 
value  of  his  property.*  The  tax  commission  of  Ohio 
expressly  refused  to  regard  a  mortgage  as  an  interest  in 
real  estate:  to  do  so  would  imply  the  right  of  the  mort- 
gagor to  deduct  the  mortgage  debt  from  the  value  of  his 
property  for  purposes  of  taxation. 

Sevend  later  cases  have  upheld  the  right  of  a  state  to 
tax  credits  belonging  to  non-residents  when  those  credits 
are  in  the  hands  of  a  resident  agent,  or  arise  from  a  r^u- 

1  16WaIlaoe,aOO. 

*  SftviocB  and  Loan  Booisty  f .  Multnomah  CoimtsTt  160  U.  S.  421.  ApiMrantly  in 
(be  effort  to  Justify  the  Oregon  legialatiue  in  regarding  a  mortgage  as  land,  the  oourt 
reSeeted  its  earlier  interpretation  oi  the  Pennaylvania  law  as  to  the  charaoter  of  a  mort- 
gage there.  See  also  Goodnow,  "  Congreosional  Regulation  of  Stote  Taiation,"  Politi- 
oal  Soienoe  Quarteily.  vol.  zsviii,  pp.  405.  eep.  412,  413  (September,  1913). 
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lar  businefis  carried  on  in  the  state.^  The  non-resident 
investor  in  the  mortgage  bonds  of  Ohio  corporations  or 
in  mortgages  on  Ohio  real  estate  will  not  ordinarily  fall 
within  these  classes,  and  hence,  it  would  seem,  cannot 
be  taxed  by  the  state  of  Ohio  except  at  the  cost  of  per- 
mitting the  mortgagor  —  whether  corporation  or  indi- 
vidual—  to  deduct  the  debt  from  the  value  of  the 
taxable  property. 

The  present  law  defines  credits  as  the  excess  of  legal 
claims  over  bona  fide  debts.  The  proposed  bill  sought 
to  increase  the  amount  of  taxable  property  by  excluding 
mortgages  from  the  cat^ory  of  legal  claims,  thus  pre- 
venting the  deduction  of  debts  from  the  value  of 
mortgages  owned  in  arriving  at  their  taxable  value. 
This  proposal  was  strongly  opposed  by  domestic  insur- 
ance companies,  whose  legal  reserve  is  chiefly  invested 
in  mortgages  and  is  therefore  practically  exempt  from 
taxation  imder  the  law  permitting  the  reserve  to  be 
regarded  as  a  debt  for  purposes  of  taxation.*  It  was 
further  proposed  to  confine  the  deduction  of  debts  to 
those  owing  to  residents. 

The  bill  proposed  also  to  tax  the  shares  of  all  corpora- 
tions at  full  value  imless  the  entire  corporate  property 
was  taxed  in  the  state,*  but  this  proposal  occasioned  such 
a  storm  of  protest  that  the  commission  so  far  yielded  as* 
to  propose  (in  the  bill  as  introduced  in  the  house)  to  tax 
such  shares  in  that  proportion  of  their  value  which  the 

1  New  OrleaoB  t.  Stempd,  175  U.  S.  309;  Bristdt  t.  Waahingtoa  County,  177  U.  S. 
188;  MetropolHui  life  Inninnoe  Company  t.  New  Orieana,  206  U.  S.  895. 

s  Section  9357,  General  Code  of  Ohio. 

*  It  had  been  the  polioy  of  the  state  sinoe  1846  to  exempt  from  taxation  the  Bharae  of 
eorporationB  all  of  whose  property  was  taxed  within  the  state.  Aots  of  1900  and  1902 
exempted,  under  oertain  oonditions,  the  sharas  of  foreign  corporationa  at  least  two- 
thirds  of  whose  pr(V)erty  was  taxed  within  the  state,  and  an  aet  of  1904  exempted  the 
sharas  of  all  domestie  oorporations.  The  last  mentioned  aet  would  appear  to  be  dearly 
unoonstittttional,  while  the  oonstHutaonaUty  of  the  aet  of  1902  has  been  questioned  by 
high  authority.  Bee  Report  of  the  Honorary  Tax  Commission,  1908,  p.  13,  and  Ra- 
port  of  the  Tax  Commission,  1911,  p.  5. 
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value  of  the  property  not  taxed  in  Ohio  bears  to  the 
value  of  the  entire  corporate  property.  Furthermore, 
the  bill  defined  the  "  true  value  in  money  "  of  personal 
property  as  its ''  value  for  the  purpose  of  sale,  income  or 
use/'  and  particularly  provides  that  ^^  a  mercantile, 
manufacturing  or  other  plant,  or  any  business  of  any 
kind  .  .  .  shall  be  listed  and  valued  as  a  going  con- 
cern."» 

Several  provisions  of  the  bill  looked  to  the  strengthen- 
ing of  the  powers  of  assessing  ofiBicials  in  the  discovery  of 
taxable  property.  The  powers  of  county  auditors  in 
attempting  to  discover  concealed  property  had  long 
been  inquisitorial  in  a  high  degree ;  *  the  chief  innovation 
in  the  proposed  bill  consisted  in  giving  to  the  assessor, 
rather  than  to  the  assessed,  the  privilege  and  duty  of 
placing  the  valuation  on  the  property  listed.  The 
effect  of  this  would  be  to  place  upon  the  tax-payer  the 
burden  of  showing  that  the  assessor's  valuation  was 
incorrect;  whereas  the  burden  now  lies  with  the  state 
to  overthrow  the  tax-payer's  valuation.' 

The  legislature  of  1913  was  strongly  Democratic,  and 
the  administration  had  pledged  itself  to  a  large  legisla- 
tive program;  so  that  it  was  altogether  unlikely  that  so 
comprehensive  and  important  a  bill  could  be  passed 
without  active  administrative  support.     The  strength 

>  Altho  thia  proviaion  waa  not  enacted  into  law,  the  tax  oommJaaion,  under  ita  new 
power  to  preaoribe  rulea  and  ragulationa,  attempted  to  put  it  into  effect,  but  waa  pre- 
Tented  from  ao  doing,  in  the  oaae  of  general  buaineaa  oorporationa,  by  a  deoiaion  of  the 
court  holding  that  the  law  doea  not  Justify  the  making  of  any  diatinotion  between  the 
aaaeaament  of  the  peraonal  property  of  an  individual  and  a  oorporation,  except  auch  aa 
may  be  engaged  in  operating  public  utilttiea. 

*  It  waa  under  theae  powera  that  the  practice  of  employing  private  inquiaitora  grew 
up  and  waa  hrter  autho^iaed  by  formal  enactment.  See  Carver,  "  The  Tax  Inquiaitor 
Syatem  in  Ohio,"  Economic  Studiea,  vol.  iii,  pp.  167-212  (1898);  alao  Bogart.  Financial 
Hiatoiy  of  Ohio,  pp.  219,  239-242. 

«  *  Then  may  aeem  to  be  aome  doubt  aa  to  the  aoouraoy  of  thia  atatement  in  view  of 
the  language  of  the  act  of  1913.  which  providea  that  the  aaaeaaor  ahall "  liat  and  value  " 
property  for  taxation.  But  the  aectiona  governing  the  liating  and  valuing  of  property 
were  not  changwi  by  that  act,  and  the  tax  commiaaion  aeema  to  have  oonaidered  their 
change  eaaential  to  ita  plan.    See  Baoommendationa,  pp.  57,  68. 
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of  the  opposition  to  various  features  of  the  bill,  as  well 
as  their  intrinsic  unsatisfactoriness,  led  the  administra- 
tion to  withhold  its  support,  altho  it  favored  a  bill 
revising  the  administrative  machinery  of  the  tax  ssrstem 
and  intimated  that  a  more  thoro  going  revision  of  the 
methods  of  taxation  might  be  undertaken  at  a  special 
session  of  the  legislature,  to  be  convened  in  1914. 

In  the  legislative  session  of  1911,  there  had  been  intro- 
duced a  bill  providmg  for  a  system  of  appointive  county 
assessors,^  which  failed  of  passage  through  disagreement 
between  House  and  Senate  as  to  the  appointive  power. 
This  bill  was  the  pattern  for  the  administrative  sections 
of  the  commission's  bill,  which  were  now  redrafted  and 
after  some  amendments  became  the  so-called  Wames 
law  of  May  6,  1913.« 

The  act  constitutes  each  coimty  in  the  state  an  assess- 
ment district,  and  provides  that  the  governor  shall 
appoint  an  assessor  in  each  of  the  smaller  districts  and  a 
board  of  two  assessors  in  each  district  which  contained 
at  least  65,000  inhabitants  at  the  last  preceding  federal 
census.'  The  assessor's  tenure  of  ofiBice  is  indefinite. 
In  each  district  there  is  created  a  board  of  complaints, 
having  three  members  appointed  by  the  tax  commission 
with  the  consent  of  the  governor  for  overlapping  terms 
of  three  years.  Both  assessors  and  members  of  boards 
of  complaints  are  removable  by  the  tax  commission 
with  the  consent  of  the  governor.  These  ofiBicers  are 
not  within  the  classified  civil  service,  being  appointed 
by,  or  with  the  consent  of,  the  governor;  ^  but  all  their 
subordinates  are  imder  civil  service  rules. 

>  H.  B.  895,  by  Mr.  Edwards.  Similar  measures  had  been  recommended  by 
Qovemor  Foraker  in  his  messages  of  April  6,  1886,  and  January  4,  1887,  and  by  the 
spedal  oommissbn  of  1803.     See  Report,  pp.  45,  46,  71-77. 

>  108  Ohio  Laws,  786. 

*  There  are  fourteen  such  counties  in  a  total  of  eichty-eisht. 
«  Section  8  of  the  Civil  Service  Act,  103  Ohio  Laws,  698.     The  act  does  not  make 
entirely  clear  the  positicm  of  members  of  boards  of  complaints,  but  it  has  been  construed 
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The  powers  of  these  ofiBicers  are  comprehended  in  the 
statement  that  they  shall,  ^'  under  the  direction  and 
supervision  of  the  tax  commission/'  assess  for  taxation 
all  real  and  personal  property  in  their  respective  dis- 
tricts, except  the  property  of  public  utilities,  which  is 
assessed  by  the  tax  commission.  The  powers  of  the 
former  elective  assessors,  appointive  city  boards  of 
review,  and  ex-officio  county  boards  of  review  and 
equalization,  and  the  powers  of  county  auditors  in  the 
assessment  of  property,  are  transferred  by  blanket  pro- 
visions to  the  newly  created  district  assessors  and 
boards  of  complaint. 

The  authority  of  the  tax  commission  is  seen  not  only 
in  the  general  provision  that  it  shall  '^  direct  and  super- 
vise "  the  assessment  of  real  and  personal  property,  but 
in  various  detailed  provisions  defining  and  explaining 
that  authority.  Hie  commission  is  empowered  to 
prescribe  forms  and  to  make  and  enforce  rules  and  regu- 
lations for  the  assessment  and  valuation  of  property  for 
taxation.  The  salaries  of  assessors  and  members  of 
boards  of  complaints  are  to  be  fixed  within  specified 
limits  by  the  commission  with  the  consent  of  the  gover- 
nor. The  number  and  terms  of  service  of  all  sub- 
ordinates and  employees  of  assessors  and  boards  of 
complaints  are  to  be  fixed  by  the  commission,  which  has 
also  the  power  of  approval  of  the  salaries  of  such 
subordinates.  The  conmiission  fixes  the  time  within 
which  boards  of  complaints  must  complete  their  work.^ 
Appeals  lie  from  the  board  of  complaints  to  the  tax 
commission,  which  may,  however,  make  an  independent 
investigation  of  the  matter  in  complaint.'     Assessors 

as  stated  in  the  text  by  the  attorney-ceneral  in  Opinion  No.  899,  dated  April  39, 1914. 
See  also  Opinion  No.  661,  December  27,  1913. 

>  Members  are  paid  on  a  p<r  dMin  basis. 

>  The  oommisHJon  has  always  posaessod  the  power  to  make  ebanges  in  the  valuations 
of  real  or  personal  property.    See  101  Ohio  Laws,  399,  Section  81. 
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and  boards  of  complaints  are  required  to  perform  such 
other  duties  as  the  commission  may  direct,  includmg 
attendance  at  conferences  with  the  conmiission  or  with 
other  assessors  and  members  of  boards  of  complaints. 
The  power  of  the  conmiission  as  a  state  board  of  equali- 
zation is  extended  to  the  annual  equalization  of  the 
valuations  of  both  real  and  personal  property,^  and  to 
this  end  the  commission  may  increase  or  decrease  the 
valuation  of  the  real  or  personal  property,  or  of  any  class 
of  either  in  any  taxing  district  or  division  of  a  mimicipal 
corporation,  or  may  order  a  re-assessment  of  any  such 
property.* 

Under  the  former  law,  boards  of  review  and  equaliza- 
tion might  add  omitted  property  and  change  assessors' 
valuations  on  their  own  motion,  and  were  to  that  ex- 
tent boards  of  original  assessment.  It  was  the  intention 
of  the  Wames  bill  to  concentrate  authority  and  respon- 
sibility; and  in  harmony  with  this  idea  the  board  of 
complaints  was  made  strictly  what  its  name  implies. 
But  in  the  haste  of  the  last  few  dasrs  of  the  session  an 
amendment  was  offered  and  accepted  which  gives  the 
board  power  to  make  changes  in  valuations  ''  upon  its 
own  initiative,"  a  power  which  is  entirely  inconsistent 
with  the  provisions  of  other  sections,  and  which  might 
operate  to  impair  the  quality  of  the  assessor's  work 
through  the  opportimity  thus  afforded  to  throw  the 
responsibility  for  difficult  or  imwelcome  assessment 
work  forward  to  the  board  of  complaints.  In  its  in- 
structions to  boards  of  complaints,  the  tax  commission 

*  Heretofore  the  oommienon  has  equaliied  the  yaliutUons  of  real  property  quadren- 
nially.  There  has  been  no  state-wide  equalisation  of  personal  property,  except  of  bank 
shares  and,  formerly,  of  the  property  of  transportation  and  transmission  companies, 
now  assessed  by  the  commission. 

*  These  provisiotts  somewhat  extend  the  powers  of  the  commission  under  the  act  of 
1910.    See  above,  p.  482. 
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has  limited  their  activities  to  reviewing  complaints;  but 
it  is  not  certain  that  the  courts  will  sustain  this  restric- 
tion, if  brought  to  their  attention.^ 

The  Wames  law,  then,  creates  a  body  of  assessing 
ofiBicials  who,  by  reason  of  their  tenure  of  office  and  eman- 
cipation from  political  obligation  to  the  electorate, 
occupy  a  imique  position  in  the  history  of  the  American 
general  property  tax.  Moreover,  the  coordination  of 
the  work  of  the  several  assessors  through  the  direction 
of  the  tax  commission  serves  greatly  to  enhance  the 
efficiency  of  assessment.  How  this  was  accomplished 
in  1914  is  described  by  Governor  Cox  in  his  message  to 
the  legislature  convening  in  extraordinary  session  July 
20  last.     He  said: 

"  The  state  commissioii  was  able  to  secure  close  cooperation  between 
the  district  officials  in  the  eighty-dght  counties  —  something  im- 
possible except  under  the  centralized  authority  plan;  mortgages 
were  copied  and  exchanged,  lists  of  taxable  securities,  with  the  names 
and  addresses  of  holders,  were  distributed,  and  from  this  source 
approximately  $100,000,000  of  taxable  values  were  secured.  There 
was  also  an  interchange  of  other  useful  information.  The  coiomis- 
sion  kept  in  constant  touch  with  the  work  in  the  counties;  district 
assessors  required  daily  reports  of  the  work  from  their  deputies;  and 
the  district  assessors  reported  weekly  to  the  tax  coiomission.  In 
addition,  three  traveling  examiners  inspected  the  work,  for  the  pur- 
pose of  verifying  reports  and  to  give  assistance.  In  this  mamxer  the 
commission  was  able  to  secure  uniformity  in  the  assessment  of  the 
several  classes  of  personal  property  in  the  various  counties.'' 

If  the  new  law  is  to  be  judged  by  its  immediate  effect 
on  property  valuations,  it  must  be  unequivocally  ap- 
proved. As  early  as  midsummer,  the  unrevised  returns 
of  assessors  indicated  an  increase  of  approximately  one 
billion  dollars  in  the  grand  duplicate,  and  on  this  show- 
ing the  administration  ventured  to  cut  the  tax  rate  for 

1  See  above,  p.  607,  note,  for  a  case  in  which  the  oommiarion's  instruotions  were 
overruled. 
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state  puipofies  in  half.^  A  better  test  of  the  law's 
results,  however,  will  be  found  in  the  relative  increases 
in  the  valuation  of  different  classes  of  property.  These 
increases  are  presented  in  the  following  table,  toother 
with  the  per  cent  distribution  of  property  in  1913  and 
1914.« 

TABLE  III 

PBOFEBTY  VALt7ATIONB  BT  SPSCinaiD  CLAfl81»y   1914, 

Pbb  Cbnt  Incbbasbs  oveb  Valuations  of  1913,  and  Pbb  Cbnt 

DiSTBiBtrnoN  of  FaoPBBTT,  1913  and  1914 

(Amounts  in  millions) 

Per  oe&i  Per  cent 

Inorooio  Distributiioii 

CImb  of  Property  Valuations     Over  1913       1913         1914 

Real  Estate  $4,606.0  4.2  65.8  60.8 

PeiBonal  Properly 2,976.4  28.4  34.2  39.2 

Coiporste  Personalty 1,840.9  8.4  25.3  24.3 

Banks 161.8  -12.2  2.7  2.1 

PubUo  Utilities  1,096.1  3.6  15.7  14.5 

Misoeilaneous   583.0  27.9  6.8  7.7 

Tangible 446.3  13.3  5.9  5.9 

Intangible 136.7  121.2  .9  1.8 

Personally  of  Individuals  ....  1,135.5  79.6  9.4  14.9 

Tangible 464.1  18.2  5.8  6.1 

Intangible 671.4  180.0  3.6  8.8 

Total  Intangible  Personalty...  808.1  168.0  4.5  10.7 

Grand  Duplicate 7,582.4  12.8 

The  most  significant  fact  brought  out  by  the  table  is 
that  the  principal  increases  have  occurred  in  those 
classes  of  property  whose  valuation  has  heretofore  been 
determined  almost  exclusively  by  the  owner's  return,  — 

*  This  was  one  of  three  laws  enacted  at  the  extraordinary  session  of  the  legislature 
which  convened  and  adjourned  July  20,  1914.  The  original  and  revised  levies  for  the 
several  funds  are  appended: 

Original  Levy      Revised  Levy 

Sinking  Fund 0335  mills  .0025  mills 

Common  School  Fond 3350     '  .0660     ' 

University  Fond   0926     •  .0926     • 

Highway  Fund 6000     *  .3000     ' 

Total 9610     •  .4500     * 

>  For  furnishing  me  these  figures  in  advance  of  publication,  I  am  indebted  to  Hon. 
A.  B.  Peckinpaugh,  vice-chairman  of  the  tax  commission. 
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the  property  of  miscellaneouB  corporations  and  of 
individuals.  Moreover,  the  improvement  due  to 
centralized  assessment  is  shown  to  be  most  marked  in 
the  case  of  intangible  property,  the  valuation  of  which 
has  been  increased  by  a  round  half  biUion  dollars.  For 
the  first  time  in  many  years  the  share  of  the  property 
tax  falling  upon  intangible  property  has  been  materially 
increased.^  What  limited  tax  rates  alone  could  not  do 
has  been  accomplished  with  the  assistance  of  centralized 
assessment.  The  assessment  of  intangible  property  is 
still,  however,  much  less  efiGicient  than  that  of  other 
forms  of  property.  Less  than  three  weeks  before  tax- 
listing  day  in  1914,  state  and  national  banks  alone 
reported  demand  deposits  of  $416,409,000,  and  time 
deposits  of  $375,042,000,  while  the  amount  of  moneys 
listed  for  taxation  aggregated  $148,600,000  and  the 
total  valuation  of  intangible  property  was  $808,000,000. 
In  view  of  these  figures  and  of  those  cited  above,*  it  can 
hardly  be  contended  that  more  than  half  the  taxable 
intangible  property  in  the  state  has  been  reached. 

Yet  even  this  limited  success  of  the  Wames  law  in 
enforcing  the  constitutional  mandate  that  all  property 
shall  be  taxed  at  a  imiform  rate  is  to  be  welcomed,  tho 
less  perhaps  because  it  has,  at  least  for  the  time,  some- 
what reduced  inequalities  among  the  owners  of  intan- 
gible property,  than  for  other  reasons.  In  the  first 
place,  the  possibility  of  great  improvement  in  assess- 
ment work  has  been  demonstrated.  This  is  an  impor- 
tant step  toward  removing  the  fear  of  a  declining 
revenue,  which  has  so  often  stood  in  the  way  of  effective 
tax  reform  in  Ohio,  as  elsewhere.*    In  the  second  place, 

>  Not  flinoe  1870  has  intangible  property  formed  so  large  a  proportion  of  all  property 
on  the  grand  duplicate. 

»  Cf.  p.  600. 

*  It  will  be  recalled  that  an  ineffective  nywt^m  at  administration  stood  in  the  way  of 
the  success  of  the  Iowa  five  mills  tax  on  intangible  property.  See  Brindleyt  Stote  and 
Loeal  Taxation,  vol.  vi,  pp.  407-418. 
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the  results  of  the  first  year's  operation  of  the  new  law 
emphasize  anew  the  difficulty  of  securing  even  a  rea- 
sonably complete  assessment  of  intangible  property  so 
long  as  we  attempt  to  tax  it  imiformly  with  tangible 
property,  at  a  rate  which  —  even  tho  limited  —  still 
takes  one-fourth  or  more  of  the  income  from  invest- 
ments. For  it  is  not  to  be  expected  that  the  assess- 
ments of  subsequent  years  will  show  much  improvement 
over  those  of  1914.  The  new  broom  has  probably  swept 
about  as  clean  as  it  will  sweep. 

It  is  reported  by  brokers  that  the  unexpected  re- 
sourcefulness of  the  tax  commission  in  procuring  lists  of 
stockholders  in  foreign  corporations  has  already  resulted 
in  a  considerable  shifting  of  investments  to  those  which 
are  not  taxable  in  Ohio.  There  are  many  such  securities : 
the  stock  of  all  Ohio  corporations,  the  stock  of  foreign 
corporations  two-thirds  of  whose  property  is  taxed 
within  the  state,^  and  bonds  of  Ohio  municipalities 
issued  prior  to  1913.  For  the  investor  who  desires  to 
avoid  stocks  and  yet  gain  a  higher  rate  of  income  than 
municipal  bonds  ordinarily  yield,  and  who  does  not 
scruple  to  conceal  his  investments,  there  are  ample 
opportunities  in  fields  of  which  there  is  no  public  record, 
such  as  coupon  bonds  and  promissory  notes.  Nor  is  it 
ordinarily  difficult  to  evade  taxation  by  investing  in 
foreign  mortgages,  or  through  non-resident  investment 
agents,  or  by  a  number  of  less  common  devices.  In 
sum,  the  door  is  by  no  means  closed  to  the  tax-dodger, 
nor  is  the  tax  rate  in  Ohio  low  enough  (if  indeed 
any  rate  is  low  enough)  to  remove  the  inducement 
to  evasion.  This  is  merely  to  say  that  the  assessment  of 
intangible  property  under  the  existing  system  remains 

>  In  prmotioe,  this  means  that  the  stook  of  most  foreign  corporations  doing  business 
in  the  stete  is  deemed  to  be  non-taxaUe.  See  Report  of  the  Tax  Commission,  1911, 
p.  6.  But  the  power  of  the  tax  oommission  Is  now  ample  to  determine  the  question  of 
taxability,  and  to  place  taxable  stocks  on  the  list. 
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and  must  remain  lar^ly  haphazard.  Concealment  and 
evasion  have  been  made  less  easy  for  some  classes  of 
intangible  property,  but  they  are  not  difficult  in  cases 
where  ^'  information  at  the  so\m;e  ''  is  not  an  available 
method.^ 

It  is  to  be  remembered  that  under  the  lax  assessment 
methods  previously  obtaining,  the  tax  on  intangible 
property  was  at  most  only  partially  and  very  irregularly 
shifted.  More  rigorous  assessment  will,  therefore,  by 
reducing  the  net  yield  of  investments,  lead  to  the  with- 
drawal of  investors  from  those  fields  in  which  the  tax 
can  be  most  unfailingly  assessed,  as  has  been  noticed  in 
the  case  of  foreign  corporation  stocks.  The  reduction 
in  the  supply  of  capitid  in  these  fields  will  then  tend  to 
increase  the  rate  of  return  to  capital  which  still  braves 
the  tax-gatherer.  To  be  sure,  the  extent  of  this  in- 
fluence depends  upon  the  scope  of  the  market  for  the 
taxed  investments.  It  will  be  inconsiderable  in  the 
case  of  the  stocks  of  lai^  and  well-known  foreign  cor- 
porations, but  it  will  probably  be  quite  important  in  the 
case  of  mortgage  loans  upon  Ohio  real  estate.  It  is 
true  that  a  considerable  portion  of  such  loans  is  nuule  by 
banking  institutions  not  directly  taxable  on  their  mort- 
gages, but  it  is  probable  that  the  rate  oi  interest  paid  on 
deposits  is  influenced  somewhat  by  the  fact  that  de- 
posits are  taxable  at  the  full  property  rate  as  moneys 
or  credits.*  The  loan  rate  is  of  course  directly  related 
to  the  rate  of  interest  paid  on  deposits.  Loans  by  non- 
residents probably  have  little  influence  in  depressing  the 
rate  of  interest,  as  might  on  first  view  be  expected,  both 

>  Thb  method  it  speotfieally  prohibited  in  the  oase  of  bank  depoaite  generally  (tho 
not  in  ipecifio  oaaee)  by  an  amendment  whioh  the  banking  interesta  suooeeded  in  attach- 
mg  to  the  Wanes  bill.  (108  Ohio  Laws,  786,  Section  52.)  A  similar  section  in  the  tax 
oommisBion  act  of  1911  was  vetoed  by  Governor  Harmon.  (102  Ohio  Laws,  224,  Sec- 
tioikl62.) 

*  Such  is  the  view  of  some  of  the  more  thoughtful  and  well-informed  of  Ohio  bankers. 
See  note  by  the  writer  in  American  Economic  Review,  December,  1914,  pp.  965,  966. 
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because  of  their  limited  amount  and  because  such  loans 
are  in  most  instances  taxable  in  the  state  of  residence. 
The  ultimate  influence  of  the  act  upon  the  popular 
attitude  on  the  taxation  of  intangible  property  is  not 
altogether  clear.  On  the  one  hand,  as  interest  rates  on 
mortgage  loans  rise  in  response  to  more  certain  assess- 
ment, the  argument  from  the  purse  will  tend  to  convert 
into  tax  reformers  many  of  those  who  in  the  past  have 
been  the  staunchest  defenders  of  the  uniform  rule.^ 
And  if,  as  seems  likely,  the  proportion  (if  not  the  actual 
amount)  of  intangible  property  on  the  duplicate  de- 
clines in  futiue,  attention  will  again  be  directed  sharply 
to  the  intrinsic  imsatisf actoriness  of  the  general  prop- 
erty tax.  On  the  other  hand,  it  is  not  unthinkable  that 
these  forces  may  only  result  in  renewed  antagonism  to 
the  ''  money  kings ''  and  in  a  determination  on  the  part 
of  the  rural  element  in  the  legislature  *  to  force  intan- 
gible property  to  contribute  taxes  in  proportion  to  its 
value.  If  so,  the  plan  promulgated  by  the  tax  com- 
mission in  1913  may  be  revived,  or  yet  more  drastic 
legislation  be  enacted,  before  the  dawn  of  a  brighter  day 
for  tax  reform  in  Ohio.  But  whatever  the  popular  ver- 
dict on  the  uniform  rule,  it  cannot  be  gainsaid  that  the 
principle  of  centralized  assessment  has  amply  justified 
itself. 

IV 

By  way  of  smnmary,  the  two  main  conclusions  which 
flow  from  Ohio's  recent  experience  in  taxation  may  now 
be  restated:  first,  centralization  is  an  important,  if  not 
an  indispensable,  aid  to  effective  assessment,  partic- 
cularly  of  intangible  property,  whatever  the  policy 

*  That  the  ahifUnt  of  the  tax  on  mortgasefl  is  understood  by  many  farmers  was 
shown  in  the  constitutional  convention  of  1012  by  the  proposals  introduced  by  rural 
members  to  exempt  mort<aces  from  taxation,  wliile  continuing  the  tax  on  other  forms 
of  intangible  property. 

*  By  reason  of  the  county  system  of  representation,  the  rural  population  has  a  dis- 
proportionate voice  in  the  legisUtture. 
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adopted  for  the  taxation  of  such  property  may  be;  and 
second,  the  general  property  tax  cannot  be  bolstered  up 
mto  a  satisfactory  system  by  the  devices  of  limited 
rates  and  centralized  assessment. 

While  centralization  has  approved  itself,  the  method 
now  in  vogue  for  the  selection  of  district  assessors  and 
members  of  boards  of  complaints  is  open  to  serious 
objection.  These  officers  appear,  upon  the  whole,  to 
have  been  well  chosen;  but  the  conditions  of  their 
appointment  have  created,  and  will  perpetuate,  a 
suspicion  of  partisanship.  Assessing  officials  should  be 
removed  as  far  as  possible  from  all  taint  of  partisan  bias, 
and  to  this  end  the  law  should  be  so  amended  as  to 
bring  them  definitely  within  the  classified  civil  service. 
Unfortunately,  the  political  situation  in  the  state  hardly 
warrants  hope  of  the  early  adoption  of  such  an  amend- 
ment. In  the  recent  state  campaign,  both  Republicans 
and  Progressives  denounced  the  system  of  appointive 
assessors  as  tending  to  the  creation  of  a  political  ma- 
chine; and  the  incoming  administration  is  virtually 
pledged  to  make  the  county  assessor  an  elective  officer, 
if  not  to  restore  the  old  system  of  township  assessors. 
Such  a  change  in  the  law  would  be  partictdarly  disap- 
pointing to  those  who  hope  to  see  the  constitution  so 
amended  as  to  permit  a  radical  revision  of  the  tax 
S3rstem;  for  the  success  of  such  a  revision  will  depend  in 
no  small  measure  on  the  experience  and  efficiency  of  the 
assessing  corps.  Moreover,  it  would  be  unwise  to  repeal 
the  new  law  before  it  has  had  a  fair  trial,  and  return  to  a 
system  of  proved  inefficiency.  It  is  reported,  however, 
that  the  governor-elect  approves  of  central  control  of 
assessors,  whether  the  assessors  be  elected  or  appointed. 
There  is  thus  ground  for  hope  that  the  state  may  retain 
most,  if  not  all,  of  the  advantages  of  the  present  system.^ 

>  The  RepuplioMi  mAJority  in  the  legialatiire  now  in  seeaion  (A|»ril,  1915)  pUnned  to 
transfer  to  county  auditors  the  powers  of  district  sssoasoni  pending  tlie  re-establishment 
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Perhaps  in  no  other  state  has  the  theory  of  the  gen- 
eral property  tax  been  more  vigorously  defended  and 
the  legislation  supposed  to  be  alone  necessary  for  the 
successful  operation  of  the  tax  been  more  cheerfully 
provided;  yet  the  result  is  at  best  a  partial  and,  in  all 
probability,  a  temporary  success.  At  present,  public 
opinion  still  insists  upon  the  enforcement  of  the  uniform 
rule.*  Nevertheless,  it  seems  appropriate  to  conclude 
this  paper  with  a  suggestion  of  the  lines  along  which  a 
satisfactory  reform  of  the  property  tax  should  proceed. 

In  view  of  the  fact  that  the  proposal  to  classify  prop- 
erty for  purposes  of  taxation  has  been  so  widely  dis- 
cussed in  the  state,  it  seems  fairly  certain  that  the  first 
step  in  reform  will  be  the  adoption  of  a  constitutional 
amendment  providing  for  some  degree  of  classification 
and  according  a  low  rate,  rather  than  exemption,  to 
intangible  property.  Advocates  of  classification  in  the 
state  have  seldom  gone  so  far  as  to  suggest  the  adminis- 
trative measures  by  which  the  taxation  of  intangible 
property  could  be  made  effective;  for  the  most  part, 
they  seem  to  have  assimied  that  a  rate  of  three  or  four 
mills  would  result  in  a  satisfactory  voluntary  return  of 
such  property.  The  experience  of  Ohio  as  traced  in  this 
paper  affords  Uttle  warrant  for  such  an  assumption,  but 
rather  makes  it  clear  that  self-assessment  should  be 
avoided  wherever  possible.  Intangible  property  should 
be  reached  through  the  taxation  of  the  particular  wealth 
which  underUes  it  and  gives  it  value,  wherever  that 
wealth  can  readily  and  certainly  be  identified.  For 
example,  corporations  whose  entire  property  is  in  the 

of  tbe  syBtam  of  eleotive  aawaaon.  On  the  f aUure  of  this  bill,  the  tax  eommitwion.  mt 
the  reiioeet  of  the  governor,  removed  eU  the  tmdmon  And  the  fovemor  hae  made  [new 
i^ypojntmente. 

1  Ae  I  write,  it  is  reported  in  the  ineee  that  the  tax  oonunienon  win  recommend  that 
tax  ratee  be  further  limited  and  that  nmnmtwn  be  t^wi  greater  power  in  the  effort  to 
eeoure  a  fuller  nwuinifint  of  intangible  property. 
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state  should  be  taxed  on  a  valuation  which  takes  full 
account  of  the  value  of  stocks  and  bonds,  and  these 
securities  should  then  be  exempted  in  the  hands  of  their 
holders.^  Similarly,  real  estate  mortgages  should  be 
exempted,  or  taxed  as  an  interest  in  real  estate.  In 
principle,  moneys  and  credits  should  also  be  exempted; 
but  since  the  dependence  of  their  value  on  that  of  some 
particular  wealth  is  less  readily  seen  than  is  the  case 
with  securities,  it  would  probably  prove  to  be  politically 
expedient  to  tax  them  at  a  low  rate  —  say  three  mills. 
As  in  Minnesota,  this  rate  should  be  accompanied  with 
the  abolition  of  that  most  fruitful  source  of  perjury  — 
the  privilege  of  deducting  debts  from  credits.  The 
revenue  should  further  be  safeguarded  by  imposing 
the  tax  at  the  source  where  practicable  —  for  example, 
by  taxing  all  classes  of  banks  on  their  average  deposits, 
and  granting  them  the  privilege  of  deducting  the  tax 
from  the  depositor's  account. 

There  is  stronger  groimd  of  principle  for  the  taxation 
at  low  rates  of  investments  representing  in  whole  or 
part  wealth  outside  the  state.  The  obligation  to  pay 
taxes  where  one  resides  is  not  to  be  questioned  in  a 
federal  state.'  In  the  case  of  most  foreign  investments, 
reliance  would  have  to  be  placed  on  personal  declara- 
tions, under  such  restraints  as  careful  administration 
may  provide.  In  the  case  of  investments  in  the  stock 
of  corporations  chartered  or  doing  business  in  the  state, 
however,  it  would  be  practicable  to  impose  the  tax  at 
the  source;  it  should  be  levied  on  that  proportion  of  the 
value  of  the  shares  which  represents  property  owned  or 

1  Baeh  a  plan  would,  iiubed,  ml  leMt  for  a  time,  inerease  the  burden  faDing  upon 
■toekhnldfUB,  but  in  the  long  run,  interest  rates  on  bonds  would  be  so  adjusted  ss  to 
eomet  this.  In  any  event,  the  plan  i»opoaed  seems  better  than  the  present  baphasard 
ssnenwmnnt  of  oori>onte  bonds. 

*  See  BuUoek,  *'  The  Taxation  of  Intangible  Property,"  State  and  Looal  Taxation, 
ToL  ii,  pp.  137-187,  164,  100;  Taussig.  Principles  of  Boonomios,  vol.  ii.  pp.  039^541. 
and  flrfigman,  Essays  in  Taxation,  1st  ed.,  pp.  110-114. 
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business  done  outside  the  state.^  This  proportion 
could  readily  be  determined  by  the  tax  commission^  and 
could  be  applied  as  well  to  the  bonds  of  foreign  corpora- 
tions^ the  assessment  of  which  would,  however,  have  to 
depend  mainly  on  personal  declaration.  It  must  be 
admitted  that  political  expediency  might  force  the 
imposition  of  similar  taxes  on  domestic  investments; 
but  such  taxes  would  be  more  equitable  as  among  the 
owners  of  intangible  property,  and  hence  less  objection- 
able, than  those  now  imposed  by  the  law. 

For  such  a  system  of  taxation  there  is  much  to  be  said 
on  both  theoretical  and  practical  grounds.  To  a  large 
extent,  it  will  do  away  with  the  double  taxation  of 
property  and  wealth.'  Even  where  double  taxation  is 
not  abolished,  it  will  at  least  be  mitigated  by  the  lower 
rates  on  intangible  property,  and  by  the  nearer  approach 
to  imiversality  which  may  be  expected  to  result  from 
low  rates  and  competent  administration.  There  will 
then  be  less  warrant  for  the  cry  of  '^  unjust "  double 
taxation,  and  the  ethics  of  tax-paying  will  tend  to  reach 
a  higher  plane.  Finally,  the  revenue  results  of  such  a 
system  are  not  to  be  despised.  From  bank  deposits 
alone,  a  tax  of  three  mills  would  yield  in  the  neighbor- 
hood of  $2,500,000,  or  about  two-thirds  the  yield  of  all 
taxes  levied  upon  intangible  property  in  Ohio  in  1912  or 
1913.  The  proposal  made  for  the  taxation  of  the  securi- 
ties of  foreign  corporations  would  not  effect  any 
material  permanent  reduction  in  the  revenue  from 
security  holdings  in  foreign  corporations,  for  the  amount 
of  such  securities  heretofore  taxed  has  been  relatively 

1  In  the  light  of  the  prinoii>Ie  of  "  eoonomio  alleghmoe."  the  present  eaem|>tion  of  the 
■haree  of  domeetio  oorporations,  regardlees  of  the  location  and  taxation  of  their  property, 
10  indefensible.  Nor  can  the  franchise  tax  of  three-twentieths  of  one  per  cent  on  the 
capital  stock  of  corporations  be  held  fairly  to  offset  this  exemption. 

s  The  writer  believes  that  the  distinction  between  the  tenns  **  property  "  and 
*'  wealth  "  should  be  strictly  observed.  Such  phrases  as  "  intangible  wealth  "  have  no 
meaning  with  reference  to  the  taxation  of  moneys,  credits  and  investments. 


Digitized  by  LjOOQ IC 


DEVELOPMENTS  IN  TAXATION  IN  OHIO        621 

small.  It  does  not  seem  extravagant  to  expect  that 
under  such  a  system  as  is  here  proposed,  the  yield  from 
intangible  property  would  be  greater  than  can  be  per- 
manently drawn  from  it  under  even  the  best  administra- 
tion of  the  general  property  tax. 

OUVEB  C.   LOCKHART. 
Ohio  State  UNivBBsnT. 
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It  is  the  purpose  of  this  article  to  discuss  the  use  of 
statistics  for  indicating  the  trend  of  business  conditions. 
The  first  task  is  to  ascertain  what  available  statistics  are 
symptomatic  of  business  changes;  the  second  to  ex- 
amine critically  some  of  the  methods  by  which  statistics 
are  being  used  at  the  present  time  for  business  forecast- 
ing; and  the  third  to  suggest  an  improved  method. 
The  subject  is  large  and  the  work  is  still  in  an  experi- 
mental stage;  hence  all  conclusions  must  be  considered 
tentative. 

This  subject  obviously  is  not  merely  academic,  but 
of  large  practical  interest.  Bankers,  financiers,  and  the 
heads  of  manufacturing  and  mercantile  enterprises  must 
constantly  study  present  conditions  and  future  pros- 
pects. Many  manufacturers,  for  example,  buy  raw 
materials  and  start  manufacturing  operations  months 
before  the  finished  goods  are  placed  upon  the  market. 

fi22 
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Plans  must  be  made  and  production  regulated  according 
to  the  conditions  which  such  producers  expect  to  en- 
counter at  a  later  time.  If  they  err  in  judgment,  they 
are  placed  at  a  disadvantage  which  may  prove  serious. 
The  maladjustment  which  occurs  during  a  period  of 
crisis  may  be  disastrous.  If  manufacturers  and  mer- 
chants can  be  f orewamed,  fewer  will  be  caught  unawares 
and  the  severity  of  the  shocks  will  be  alleviated. 

It  is  now  generally  agreed  by  students  of  the  subject 
that  the  ups  and  downs  of  business  prosperity  are  due 
to  deep-seated  influences,  and  business  men  are  more 
and  more  giving  up  the  long  persisting  notion  that 
changes  in  business  conditions  are  caused  primarily  by 
tariff  acts,  poUtical  happenings,  or  court  decisions. 
More  attention  is  being  given  to  the  symptomatic 
statistics  currently  published  in  the  financial  journals, 
trade  publications,  and  daily  papers.  Some  executives 
have  statistical  reports  carefully  prepared  for  their  own 
businesses  in  order  to  make  comparisons  with  previous 
periods  and  with  the  external  statistics  for  other  indus- 
tries and  trade. 

The  published  statistics,  altho  inadequate  for  a  com- 
plete analysis,  furnish  ample  material  for  experimenta- 
tion. Each  set  of  statistics,  however,  requires  careful 
examination;  some  are  worthless.  Moreover,  of  those 
statistics  which  appear  to  be  reliable  barometers  of 
business  changes,  only  those  which  are  available  daily, 
weekly,  or  monthly  can  ordinarily  be  used.  A  business 
man  wishes  current  information;  for  him  statistics 
which  are  a  year  old  are  more  or  less  antiquated.  And 
in  studying  long  time  fluctuations  and  the  large  trade 
cycles,  annual  figures  are  unsatisfactory  because  of  the 
impossibility  of  determining  to  what  extent  the  figures 
represent  the  antecedents  and  to  what  extent  they 
represent  the  effects  of  important  events  happening 
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within  the  calendar  or  fiscal  year.  The  annual  statistics 
for  the  years  1873;  1893,  and  1907,  for  instance,  are  not 
properly  comparable  in  a  study  of  crises,  since  the 
panic  of  1873  began  in  the  middle  of  September,  that  of 
1893  m  May,  and  that  of  1907  m  October.  In  the 
annual  figures  for  these  years  the  antecedents  and  the 
effects  of  the  panics  are  thrown  together  in  unequal 
proportions.  In  most  instances  a  monthly  basis  of  com- 
parison seems  to  give  the  best  results.  With  these 
considerations  in  mind  we  can  proceed  to  an  examina- 
tion of  the  statistics. 


I.  Available  Statistics 

(1)  Imports  of  Merchandise.  The  statistics  for  the 
value  of  merchandise  imported  into  the  United  States 
correlate  with  business  conditions.^  During  periods  of 
prosperity  more  raw  materials  are  bought  for  our  manu- 
facturing plants  and  the  imports  of  finished  goods  for 
immediate  consumption  are  also  larger.  During  periods 
of  oppression,  on  the  other  hand,  our  purchases  in 
foreign  markets  fall  off.  Altho  the  import  statistics  are 
affected  by  general  changes  in  price  level,  short  time 
comparisons  can  safely  be  made.  Their  most  serious 
defect  is  in  their  susceptibility  to  the  influence  of  tariff 
changes;  but  this  does  not  destroy  their  worth  as  an 
index  to  general  conditions. 

In  order  to  show  the  course  of  imports  during  a  por- 
tion of  a  typical  business  cycle,  the  monthly  statistics 
for  the  years  1903-08  have  been  plotted  on  Chart  I. 
Final  conclusions  cannot,  of  course,  be  drawn  from 
statistics  for  so  short  a  period,  but  for  experimental  pur- 
poses these  years  seem  to  be  representative.      The 

i  Import  and  export  statistios  are  pobliahed  in  the  Monthly  Summary  of  CommerM 
and  Finance  and  in  yarioua  financial  Journals. 
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general  upward  trend  of  the  curve  during  the  years  of 
prosperity  immediately  preceding  the  crisis  of  1907  is 
noteworthy.  The  effects  of  the  crisis  are  shown  in  the 
ensuing  decline.  It  is  to  be  noted,  also,  that  these 
statistics  show  a  seasonal  fluctuation,  with  a  peak  in 
March,  due  presumably  to  the  importing  of  merchan- 
dise for  the  spring  trade,  a  sag  in  the  summer,  and 


another  upward  movement  in  the  autumn  caused  by 
imports  of  merchandise  for  the  holiday  trade. 

(2)  Exports  of  Merchandise.  For  judging  business 
conditions,  the  export  statistics  of  the  United  States  ^ 
are  much  less  useful  than  the  import  statistics.  The 
export  statistics  are,  in  themselves,  less  reliable  because 
of  the  greater  percentage  of  error  in  the  returns;  they 
are  not  scrutinized  by  the  customs  inspectors  and  there 
is  no  adequate  check  upon  the  accuracy  of  the  exporters' 

1  The  export  statbtiee  for  Great  Britain,  on  the  contraiy,  are  a  parttoularly  good 
index  of  conditions  in  that  oountiy,  einoe  the  British  manufacturers  are  so  largely  de- 
pendent upon  foreign  markets. 
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manifests.  Furthermore,  because  of  the  predominance 
of  raw  materials  and  foodstuffs  in  our  export  trade,  the 
volume  of  our  exports  depends  largely  upon  conditions 
affecting  demand  from  foreign  coimtries.  The  move- 
ment does  not  necessarily  indicate  the  strength  or 
weakness  of  the  domestic  situation.  The  exports  of 
manufactured  goods  tend  to  fall  off  with  improvement 
in  domestic  demand  and  to  increase  during  depression, 
when  our  manufacturers  show  their  greatest  interest  in 
developing  foreign  trade.  The  com'se  of  the  export 
trade,  1903-08,  is  also  shown  on  Chart  I.  The  marked 
seasonal  fluctuation  is  due  to  the  heavy  exportation  of 
raw  cotton  and  other  agricultural  products  during  the 
late  autmnn  and  winter  months. 

Balance  of  trade  statistics,  which  show  the  difference 
between  imports  and  exports,  seem  to  me  to  have  little 
significance.  There  are  so  many  invisible  exports  and 
imports  that  the  balance  of  trade  figures  always  involve 
a  large  element  of  uncertainty.  How  great  is  the 
foreign  indebtedness  upon  which  interest  payments  are 
due  ?  Is  the  investment  of  foreign  capital  increasing  or 
is  the  foreign  indebtedness  being  paid  off  ?  What  ship- 
ments of  securities  are  being  made  ?  What  transporta- 
tion charges  are  to  be  paid  ?  No  record  can  be  kept  of 
all  these  transactions,  which  have  just  as  much  in- 
fluence as  the  visible  merchandise  shipments  upon 
foreign  exchange  rates  and  the  movement  of  specie. 

(3)  ImmigraHon.  The  statistics  for  immigration 
fluctuate  in  a  general  way  with  business  conditions  in 
the  United  States.  An  upward  tendency  was  indicated, 
for  example,  during  1905, 1906,  and  1907,  and  a  marked 
reaction  in  1908.  The  inmiigration  figures  are  of 
especial  interest  to  certain  manufacturers,  since  they 
give  some  indication  of  the  increase  in  the  supply  of 
unskilled  labor.     Their  significance  as  a  general  index. 
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howeveTi  is  lessened  by  the  fact  that  the  movement  of 
unmigrants  adjusts  itself  only  with  more  or  less  delay^ 
according  to  information  transmitted  from  this  country 
to  the  foreigners  before  they  leave  their  homes.  The 
net  immigration^  that  is  the  total  number  of  immigrants 
less  the  number  of  emigrants,  should  be  more  signifi- 
cant; but  the  latter  figures  have  been  published  only 
since  July,  1907.  A  much  more  serious  criticism  of  the 
use  of  immigration  statistics  as  a  business  barometer  is 
that  they  are  influenced  not  only  by  conditions  in  the 
United  States  but  by  industrial,  social,  and  poUtical 
conditions  in  the  countries  whence  the  immigrants 
come.  At  best  these  statistics  could  not  show  a  very 
close  approximation  to  actual  changes  in  business  con- 
ditions in  this  country.  At  the  present  time,  in  conse- 
quence of  the  European  war,  all  comparisons  have 
become  inconclusive.^ 

(4)  Bank  Clearings.  Because  of  the  wide-spread  cus- 
tom of  making  payments  by  check,  bank  clearings 
give  a  fairly  accurate  index  to  the  volume  of  business 
transactions.  Altho  influenced  by  general  changes  in 
prices,  by  bank  consolidations,  and  by  the  spread  of  the 
check-using  habit,  bank  clearings  show  approximately 
how  much  business  is  being  done  at  any  one  time.  As  a 
business  index,  the  bank  clearings  for  the  United  States 
exclusive  of  New  York  City  are  more  significant  than 
the  total  clearings.  The  New  York  clearings,  which 
constitute  about  one-half  of  the  total  clearings  for  the 
country,  are  so  affected  by  the  volume  of  speculative 
transactions  upon  the  Stock  Exchange  that  they  should 
at  least  be  considered  separately.  The  clearings  in 
other  cities  where  stock  exchanges  are  located  are  not  a 
sufficiently  large  proportion  of  the  total  to  necessitate 

1  Immignitioii  itatisdoi  are  emreatly  publnhed  in  numerous  periodioU  and  also  in 
the  Monthly  Summaxy  of  Commeroe  and  Finanoe. 
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their  exclusion.  Bank  clearings  are  not  subject  to  wide 
fluctuations  and  do  not  indicate  what  is  likely  to  take 
place  in  the  futiue,  but  they  do  show  in  a  general  way 
what  is  taking  place.  The  clearings  statistics  as  re- 
ported by  Bradatreet^s,  The  Commercial  and  Financial 
Chronicle,  and  Dun^a  Review  differ  slightly  in  detail  but 
approximately  agree. 

(5)  Railroad  Gross  Earnings.  Roilroad  traffic  fluctu- 
ates with  the  amount  of  business  being  done  in  the 
community.  As  an  index  to  the  volume  of  traffic,  since 
tonnage  figures  are  not  currently  available/  railroad 
gross  earnings  are  commonly  used.  Statistics  for  net 
earnings  show  the  general  financial  condition  of  the 
roads,  but  are  far  less  useful  for  general  purposes  than 
the  gross  earnings.  The  latter  are  in  the  same  class  as 
bank  clearings,  showing  what  is  taking  place  but  fore- 
telling Uttle  of  the  future. 

Because  of  the  delay  which  occurs  in  securing  reports 
from  some  of  the  companies,  the  total  earnings  for  all 
the  roads  in  the  country  cannot  advantageously  be 
used  in  studying  business  indices.  It  is  necessary, 
therefore,  to  take  the  earnings  for  a  representative 
group  of  roads.  In  the  Commercial  and  Financial 
Chronicle  statistics  for  the  earnings  of  a  group  of  roads 
are  given  monthly.  These  statistics  are  usually  made 
up  from  preliminary  returns  and  are  thus,  to  some 
d^ree,  subject  to  revision.  The  most  serious  difficulty 
however,  which  prevents  the  use,  except  for  casual 
observations,  of  such  compilations  as  those  of  the  Com- 
mercial and  Financial  Chronicle,  is  that  the  make-up  of 
the  group  continually  changes.  The  number  of  roads 
included  varies  from  month  to  month,  yielding  totals 

>  For  a  few  yean  the  Amerioen  Raflway  AoBociation  has  published  a  montUy 
buOetin,  "  Statement  of  Freight  Car  Balanoe  and  Perfonnanoe,"  which  givee,  amongBt 
other  thinga,  the  ton  milee  of  freight  earried,  but  theee  buUetiha  appear  wyeral  months 
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which  usually  can  be  compared  only  with  the  preceding 
month  or  with  the  corresponding  month  of  the  preceding 
year.  Mr.  Babson  presents  on  his  desk  sheet  a  useful 
monthly  table  of  the  total  gross  earnings  of  ten  rail- 
roads^ always  including  figures  for  the  same  roads. 

(6)  Idle  Cars.  From  January,  1908,  to  November, 
1914,  the  American  Railway  Association  issued  semi- 
monthly reports  on  the  number  of  idle  freight  cars. 
Since  February  1,  1915,  monthly  reports  have  been 
issued.  Altho  these  reports  have  probably  been  of  assis- 
tance to  railroad  officials  by  furnishing  a  guide  to  traffic 
demands  and  by  enabling  them  to  secure  a  better  balance 
of  car  supply,  I  am  disposed  to  think  that  the  statistics 
are  much  less  reliable  as  a  business  index  than  has  been 
commonly  believed. 

In  the  first  place,  the  number  of  roads  reporting  has 
varied.  On  April  1,  1914,  the  number  of  roads  report- 
ing was  190;  on  June  1, 176;  on  October  1,  204;  and  on 
November  1,  192.  Similar  variations  appear  for  other 
months.  Further,  in  making  any  long  -time  compari- 
sons, the  change  in  the  capacity  of  the  cars  is  also  to  be 
considered.  But  neither  of  these  factors  is  so  fimda- 
mental  as  the  irregularity  in  the  number  of  new  cars 
added  from  year  to  year.  The  statistics  for  the  number 
of  freight  cars  idle  cannot  show  the  fluctuation  in  the 
volume  of  traffic  and,  hence,  the  amount  of  business 
done,  when  the  number  of  cars  available  for  service  itself 
fluctuates  irregularly.  The  number  of  idle  cars  depends 
not  only  upon  the  number  actually  in  use,  but  also  upon 
the  number  of  new  cars  added  and  of  old  cars  scrapped. 
The  variations  in  the  number  of  cars  in  service  are  shown 
by  the  following  table,  compiled  from  the  bulletins  of  the 
American  Railway  Association.  The  wide  divergencies 
in  the  number  of  new  cars  added  during  these  years 
vitally  affect  the  number  of  cf^s  idle  at  any  one  time; 
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Revbnub  Fbbioht  Gabb 


Can  Owned 

Increase  or 

at  End  of 

Decrease  Dur- 

Year 

ing  Year 

1908 

2,077,764 

+  78,843 

1909 

2,049,015 

-  28,749 

1910 

2,162,444 

+113,429 

1911 

2,197,399 

+  34,955 

1912 

2,207,616 

+  10,117 

1913 

2,297,818 

+  90,302 

Average 
NamtM^dle 

Largest 
Number 

Smallest 
Number 

Per  Month 

Idle 

Idle 

273,600 

408,900 

104,800 

187,800 

321,800 

-4,300 1 

59,300 

138,100 

10,900 

124,100 

198,500 

24,800 

34,100 

113,100 

-50,600* 

42,200 

79,400 

2,200 

1  Shortage. 

hence^  without  a  statement  each  month  of  additions  or 
withdrawals,  idle  car  statistics  should  be  used  with 
extreme  caution.  The  statistics  as  commonly  published 
give  us  little  clue  as  to  the  degree  of  change  which  has 
taken  place. 

(7)  New  Building.  Numerous  cities  now  have 
building  regulations  and  require  that  a  permit  be  ob- 
tained from  a  building  commissioner  before  construc- 
tion may  be  commenced.  A  record  of  these  permits  is 
kept,  furnishing  an  index  to  building  activity.  The 
figures,  to  be  sure,  indicate  only  the  plans  at  the  time 
that  the  permit  is  issued  and  do  not  show  over  how  long 
a  period  the  building  operations  will  extend  or  what 
cessations  of  construction  occur.  Nevertheless  they 
should  serve  roughly  as  a  general  index. 

The  financial  papers  regularly  publish  compilations  of 
statistics  for  new  building,  but  not  in  a  form  for  con- 
tinuous comparisons.  Bradstreet^s,  for  example,  has  a 
monthly  table  of  new  building  statistics,  but  the  num- 
ber of  cities  included  varies  from  month  to  month,  and 
occasionally  the  figures  for  some  of  the  large  cities  are 
omitted,  thus  introducing  a  relatively  large  percentage 
of  error.  For  this  subject  Mr.  Babson  also  has  a 
serviceable  table  on  his  desk  sheet,  which  gives  the  value 
of  the  new  building  permits  issued  in  twenty  selected 
cities. 
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(8)  Commodity  Prices.  Prices  of  commodities  tend 
to  rise  during  peHods  of  prosperity  and  to  fall  during 
periods  of  depression.  The  most  accessible  general 
index  for  monthly  changes  in  commodity  prices  is  that 
published  by  Bradstreet'a.  The  index  number  is  in  the 
form  of  the  "  total  of  the  prices  per  pound  of  ninety-six 
articles/'  including  breadstu£Fs,  livestock,  provisions, 
fruits,  hides  and  leather,  textiles,  coal  and  coke,  metals, 
oils,  naval  stores,  building  materials,  chemicals  and 
drugs,  and  miscellaneous.  This  method  of  computa- 
tion permits  such  articles  as  silk  cloth,  which  is  light  in 
weight  and  high  in  price,  to  exercise  more  influence  on 
the  totals  than  is  exercised  by  the  bulky  staple  commod- 
ities. And,  so  far  as  I  know,  no  explanation  has  ever 
been  given  of  the  methods  of  finding  the  price  per  pound 
of  eggs  or  per  pound  of  oil.  Ninety-six  pounds  of  such 
an  incongruous  mixture  is  hard  to  imagine. 

(9)  Business  Failures.  The  frequency  of  business 
failures  tends  to  vary  inversely  with  general  business 
conditions.  During  periods  of  prosperity  bankruptcies 
diminish.  But  as  soon  as  depression  sets  in,  the 
weaker  firms,  which  have  been  able  to  hold  on  because 
of  strong  business  conditions,  fail  in  greater  numbers. 
The  statistics  for  business  failures  are  a  particularly 
sensitive  index  and  show  to  what  extent  liquidation  has 
progressed.  They  aid  in  forming  a  judgment  as  to 
when  business  recovery  is  to  be  anticipated. 

Statistics  for  the  number  and  liabilities  of  business 
failures  are  published  by  both  Dun^s  Review  and  Brad- 
streets.  The  figures  from  these  two  soiux^es  differ 
somewhat  in  detail  but  show  the  same  general  tenden- 
cies. The  statistics  for  the  total  liabilities  of  failures 
are  more  commonly  used  than  the  statistics  for  the 
niunber  of  failures.  The  liability  figures,  however, 
occasionally  show  a  sharp  increase  in  consequence  of  a 
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single  heavy  failure  which,  from  the  general  point  of 
view,  does  not  deserve  the  weight  thus  given  it.  Such 
experiments  as  I  have  made  indicate  that  the  statistics 
of  failures  by  number  correlate  more  closely  with  other 
business  inctices.^  The  statistics  of  business  failures, 
like  so  many  others,  show  a  marked  seasonal  fluctuation, 
reaching  their  high  point  during  the  inventory  months 
of  December  and  January  each  year. 

(10)  Stock  Market.  Security  quotations  on  the  Stock 
Market  fluctuate  sensitively  with  every  change  and 
with  every  rumor  of  change  in  business  conditions. 
The  prices  of  securities  rise  during  periods  of  prosperity 
owing  to  general  optimism  and  high  dividends.  But 
when  money  rates  begin  to  tighten,  the  stock  market  is 
one  of  the  first  indices  to  give  warning  of  the  coming 
crisis.  Beginning  in  January,  1907,  for  instance,  there 
was  an  almost  constant  decline  until  after  the  panic,  as 
is  shown  upon  Chart  II.  The  curve  indicates  the 
changes  in  the  average  price  of  twenty-five  stocks  on 
the  New  York  Stock  Exchange. 

Several  stock  market  barometers,  or  indices  of  se- 
curity prices,  are  pubUshed.  I  have  used  that  of  the 
Boston  Transcript.  Until  the  closing  of  the  Stock  Ex- 
change in  July,  1914,  this  barometer  gave  daily  the 
changes  in  the  average  price  of  twenty-five  stocks, 
including  eighteen  railroads,  one  public  service  com- 
pany, and  six  industrials.  These  were,  on  the  whole, 
well-selected  and  representative.  The  stock  market 
index  of  the  WaU  Street  Journal  has  been  more  com- 
monly used  for  showing  movements  of  security  prices; 
but  amongst  the  twelve  industrials  which  it  formerly 
included  there  was  one  quotation  for  United  States  Steel 

1  My  tentative  oonoluaion  that  the  number  of  failures  is  the  better  index  ia  supported 
also  by  Mr.  D.  R.  Little,  editor  of  Dun's  Review,  who  states:  *'  The  number  of  fail- 
ures reflects  condiUona  more  accurately  than  do  the  aggregate  liabilities."  Moody's 
Magasine,  February,  1915,  p.  79. 
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preferred,  one  for  United  States  Steel  common,  one  for 
United  States  Rubber  preferred,  and  one  for  United 
States  Rubber  common.  The  weight  thus  given  to  steel 
and  especially  to  rubber  seems  to  have  been  unwar- 
ranted. Recently  a  quotation  for  General  Motors  has 
been  substituted  for  United  States  Rubber  preferred. 

The  average  monthly  figures  which  are  plotted  on  the 
chart  were  obtained  by  taJdng  an  average  of  the  Satur* 


'"    oiAMn 


AvBua  Pucx  or  36  ancn 


day  quotations  for  each  month.  This  average  of  the 
Saturday  quotations  varies  little  from  an  average  of  all 
the  dayB  in  the  month  and  is  fully  representative. 

The  volume  of  transactions  upon  the  New  York 
Stock  Exchange  is  also  of  some  value  as  a  business  index. 
Purely  speculative  influences  or  manipulation,  how- 
ever, may  cause  a  rise  or  decline  in  the  activity  of  the 
stock  market,  which  does  not  correlate  with  actual 
changes  in  business  prospects. 
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(11)  Money  Rates.  The  average  rate  on  60-90  day 
commercial  paper  serves  as  an  index  to  money  rates. 
The  curve  for  money  rates  on  Chart  III  has  been 
plotted  from  the  monthly  averages  given  by  Professor 
Mitchell  in  his  Bvsiness  Cydes.^  This  curve  correlates 
closely  with  changes  in  business  conditions,  sagging  at 
times  of  depression,  rising  gradually  with  increasing 


•«••■«-  umm^mm  ronXkauoN  Unm  9mm 

prosperity,  and  then  moving  sharply  upward  diuing  a 
crisis.     It  is  one  of  our  most  useful  indices. 

(12)  Bank  Loans.  Banking  statistics  in  general  have 
been  so  affected  by  the  introduction  of  the  new  Federal 
Reserve  system  that  few  comparisons  can  safely  be 
made  with  the  past.  Banking  indices  in  the  future  can 
probably  be  worked  out  only  after  a  new  set  of  statistics 
has  been  accumulated.  For  purposes  of  illustration, 
however,  the  average  loans  of  the  New  York  Clearing 

*  Current  figures  for  money  rates  are  conveniently  published  in  tho  Commereisl  and 
Financial  Chroniole. 
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House  banks  may  be  taken.  The  course  of  these  loans, 
as  indicated  by  monthly  averages  of  the  weekly  figures 
given  in  the  Commercial  and  Financial  Chronide,  is 
shown  for  the  years  1903-08  on  Chart  III.  It  will  be 
seen  that  the  change  from  month  to  month  is  slight.  In 
fact  the  relative  stability  of  these  figures  during  the 
period  of  rising  money  rates  in  190&^7  gives  them  a 
peculiar  significance,  since  it  shows  that  the  New  York 
banks  were  regulating  their  loans  with  a  view  of  just 
barely  maintaining  the  required  25  per  cent  reserve 
against  deposits.^  When  money  rates  were  low,  during 
depression,  more  funds  were  deposited  in  New  York  by 
the  country  banks  and  loans  expanded.  '  The  banking 
system  was  exceedingly  ill-adjusted  for  meeting  an 
emergency. 

(13)  Pig  Iron.  The  classical  business  barometer  is 
the  iron  industry.  This  industry  is  sensitive  to  changes 
in  business  conditions  because  of  the  fact  that  iron  is 
used  so  largely  for  the  construction  of  new  machinery, 
new  railway  equipment,  and  recently  for  new  building. 
The  demand  for  iron  falls  off  immediately  when  business 
depression  begins,  since  additions  and  renewals  cease. 
Construction  work  being  postponable,  the  iron  industry 
is  one  of  the  first  to  feel  the  effects  of  forced  economy. 

As  is  shown  on  Chart  IV,  the  price  and  production  of 
pig  iron  tend  to  move  together.  During  periods  of  pros- 
perity both  production  and  price  tend  to  rise,  whereas 
after  a  crisis  both  fall.  This  same  tendency  is  mani- 
fested by  numerous  other  commodities.  At  times,  how- 
ever, price  and  production  move  in  opposite  directions, 
as,  for  example,  when  a  considerable  addition  to  the 
producing  capacity  has  been  made.  For  this  reason  it 
seems  that  both  the  price  and  production  figures  should 
be  taken  into  account.    So  far  as  the  years  1903-08  are 

>  O.  M.  W.  Qpngue,  Hittoiy  of  GriMi  under  the  NatioiMl  Bankiiic  System,  p.  222. 
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concerned;  attention  is  to  be  called  to  the  rapid  rise  in 
price  in  the  latter  part  of  1906  and  to  the  decline  which 
began  in  April,  1907.  The  price  of  pig  iron  broke  in 
April,  altho  the  panic  did  not  occur  until  October.  The 
production  kept  up  until  November.  The  statistics 
which  were  used  were  obtained  from  the  Iron  Age.^ 

Another  index  to  the  conditions  of  the  iron  and  steel 
industry  is  the  unfilled  orders  of  the  United  States 


Steel  C!orporation,  which  were  published  quarterly  till 
June,  1910,  and  since  then  monthly.  The  freedom  with 
which  cancellations  are  permitted  in  the  steel  trade 
lessens  the  value  of  these  figures,  but  they  may  well  be 
considered  in  connection  with  the  prices  of  Bessemer 
billets  or  other  steel  products. 

(14)  Copper.  This  commodity  is  in  the  same  class  as 
iron  and,  since  it  is  used  for  similar  purposes,  has  be- 
come as  sensitive  a  barometer.    The  greatest  demand  is, 

1  The  prioe  quotations  are  for  No.  2  SoutherOt  Cinolniiati. 
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of  course,  from  the  electrical  industries.  Statistics  for 
the  monthly  production  of  copper  in  the  United  States 
were  published  by  the  Copper  Producers'  Association 
from  January,  1909,  to  June,  1914.  This  period  is  too 
short  to  permit  comprehensive  comparisons  to  be  made. 
The  statistics  for  the  average  price  of  electrolytic  copper, 
as  given  by  the  Engineering  and  Mining  Journal,  for 
1903-08  are  plotted  on  Chart  IV.  The  general  move- 
ment of  the  price  of  copper  was  similar  to  that  of  the 
price  of  pig  iron,  but  the  former  broke  in  March,  1907, 
one  month  earlier  than  pig  iron. 

(15)  Print  Cloth.  For  the  textile  industries  and  the 
dry  goods  trade  few  indices  are  now  available.  Price 
quotations  and  weekly  statements  of  the  sales  of  print 
cloth  in  Fall  River  are  published  in  the  New  York 
Journal  of  Commerce  and  elsewhere.  These  sales 
statistics  are  not  strictly  accurate  and  there  is  no  check 
to  show  the  percentage  of  error.  They  should  indicate 
roughly,  however,  the  general  condition  of  the  trade 
in  cotton  cloth.  Under  ordinary  conditions  the  sales 
are  in  part  for  future  delivery,  the  deliveries  extend- 
ing over  two  or  three  months,  and  after  delivery  the 
cloth  must  be  converted,  that  is  printed.  Hence  the 
volume  of  sales  indicates  the  outlook  in  the  dry  goods 
market. 

The  price  figures  represented  by  the  curve  on  Chart 
V  are  the  averages  of  the  Monday  quotations  for  28 
inch,  64  X  64  print  cloth.  The  activity  of  the  mills  and 
the  strength  of  the  market  in  1906-07  are  reflected  in  the 
rise  in  price,  this  rise  holding  until  after  the  panic 
actually  occurred.  The  sales  had  been  heavy  in  1906 
and  the  first  half  of  1907,  and  fell  oflf  in  July  of  the  latter 
year  only  because  the  mills  were  getting  so  far  behind  on 
'their  deliveries.  In  fact  premiums  were  being  offered 
to  the  mills  on  orders  for  immediate  delivery. 
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This  demand  for  cotton  cloth  had  nearly  wiped  out 
the  stocks  of  cloth  on  hand  in  the  leading  primary 
markets,^  as  is  indicated  by  the  curve  for  stocks  of  print 
cloth  given  on  Chart  V.  These  statistics  are  perhaps 
not  as  accurate  as  those  for  sales,  but  undoubtedly  show 
the  general  situation.  The  market  decline  to  the  low 
point  in  July,  1907,  is  especially  significant  when  con- 
sidered in  connection  with  the  price  curve.      The 


accumulation  of  stock  after  the  panic  shows  that  it  was 
then  that  over-production  occurred,  and  has  a  strong 
bearing  upon  the  general  theory  of  crises. 

Another  index  of  the  condition  of  the  cotton  manu- 
facturing industry  is  the  margin  between  the  price  of 
raw  cotton  and  the  price  of  cloth.  This  is  found  by 
deducting  from  the  price  of  cloth  the  cost  of  the  quan- 
tity of  raw  cotton  required  to  manufacture  that  cloth. 

1  The  primaiy  mMlcetB  an  New  York,  Boeton,  Providence,  and  Fail  River.  These 
etataetaefl  were  oompOed  from  the  tables  in  eeveral  editions  of  A.  B.  Shepperson's  Cotton 
Facts. 
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This  margm  covers  the  manufacturing  expense  and  the 
manufacturer's  profits.  In  the  months  preceding  the 
panics  of  1893  and  1907,  there  was  in  each  instance  a 
sharp  rise  in  this  margin.^  The  margin  reached  its 
lowest  point  when  the  depression  was  most  severe. 

(16)  Siik.  The  condition  of  the  silk  industry  should 
be  shown  approximately  by  the  imports  and  prices  of 
raw  silk.  All  of  the  raw  material  used  in  the  industry 
in  this  country  is  imported,  and  the  importations  adjust 
themselves  fairly  closely  to  the  demand  from  the  manu- 
facturers. In  fact  this  is  probably  a  better  index  to  the 
industry  than  any  figures  for  production  would  be, 
since  the  products  are  highly  diversified.  During  the 
months  preceding  the  panic  of  1907  relatively  large 
imports  were  received  and  there  was  a  marked  rise  in 
price,  the  highest  point  being  reached  in  May,  1907, 
after  which  a  fall  began.* 

(17)  Tin.  As  another  illustration  of  the  use  of 
statistics  of  imports  and  prices  for  a  raw  material  not 
produced  in  the  United  States,  tin  may  be  taken.'  The 
domestic  production  of  this  commodity  is  negligible. 
The  imports  of  tin,  like  those  of  silk,  fluctuate  somewhat 
irregularly,  owing  probably  to  the  irregularity  in  the 
arrival  of  the  ships  in  which  the  material  is  ccuried.  But 
they  were  heavy  in  1906  and  the  first  part  of  1907.  The 
price  of  tin  also  showed  a  striking  rise  during  the  boom 
period  preceding  the  panic  of  1907,  with  a  slight  break 
in  June  and  the  beginning  of  a  sharp  decline  in  August  of 
that  year.* 

>  A  ohwt  abowinc  tlui  marsin  for  the  yMis  1881-1910  is  given  in  my  book,  Tike 
Cotton  Manufaeturing  Industiy  of  the  United  States,  p.  174. 

>  The  statistics  for  imports  sro  published  in  the  Monthly  Summiy  of  Commeree  and 
Finanee,  and  the  prioe  statistics  in  the  New  York  Journal  of  Commeree. 

*  Price  statistics  from  Engineering  and  Mining  Journal. 

*  The  statistics  from  which  these  oonoluabns  for  tin  are  drawn  were  ooDeoted  by 
several  students  in  my  elass  in  Business  Statistics  in  the  Harvard  Graduate  School  of 
Business  Administration.  Other  students  liave  collected  figures  on  cotton  doth  prices 
and  margins  and  on  the  prices  of  hides  and  leather,  which  have  been  of  assistanee. 
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(18)  Hides  and  Leather.  For  the  shoe  manufacturing 
mdustry  no  statistics  of  production,  sales,  or  prices  are 
now  to  be  had,  and  for  hides  and  leather  the  only  figures 
are  for  prices.^  The  most  sensitive  price  statistics  ap- 
pear to  be  the  quotations  for  Packers'  No.  1  hides  and 
Buenos  Aires  sole  leather.  Each  of  these  fluctuates  with 
the  conditions  in  the  industry,  and  in  1905  and  1906  both 
showed  a  general  upward  movement  which  culminated 
in  January  and  February,  1907.  The  drop  which 
occurred  in  the  following  months  presaged  still  greater 
weakness  in  the  future. 

One  complex  phenomenon  stands  out  clearly  in  a 
study  of  the  price  movements  for  these  various  com- 
modities. The  breaks  in  some  instances  preceded  the 
panic  by  several  months,  whereas  for  other  commodities 
the  prices  held  up  till  the  panic  actually  occurred. 
Through  a  more  exhaustive  study  it  may  be  possible  to 
arrive  at  definite  conclusions  with  reference  to  the  laws 
of  sequence.  In  other  words,  a  correlation  may  be 
estabUshed  which  will  serve  as  an  accurate  index  to 
events  likely  to  follow  in  the  future.  For  this  pmpose 
an  investigation  of  the  changes  in  the  prices  of  individual 
representative  commodities  will  clearly  jrield  better 
results  than  a  study  of  a  composite  index  number  of 
prices. 

(19)  Crops.  The  prosperity  of  the  country  is  depend- 
ent in  no  small  degree  upon  the  agricultural  crops. 
Abundant  crops  mean  better  supplies  of  food  for  the 
population  and  more  raw  materials  for  the  manufac- 
turers of  flour,  cotton  cloth,  and  other  products.  They 
also  mean  more  purchases  by  the  farmers  of  commodi- 
ties of  all  sorts  and  more  freight  for  the  railroads. 
Unless  the  agricultural  sections  of  the  country  are  pros- 
perous business  is  inevitably  dull. 

>  Dun'i  Review;  Shoe  and  Leather  Reporter. 
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So  far  as  my  investigations  have  gone,  it  appears  that 
the  best  index  to  the  farmer's  prosperity  is  the  average 
yield  per  acre.  True,  the  price  which  the  farmer 
receives  is  an  important  factor,  and  is  not  to  be  neg- 
lected. But  the  higher  prices  in  years  of  short  crops 
are  beneficial  to  only  a  portion  of  the  farming  com- 
munity. If  some  farmers  receive  relatively  large 
amounts  for  their  crops  while  others  have  their  incomes 
seriously  curtailed,  the  gross  amoimt  of  farmers'  pur- 
chases is  no  greater  and  the  distribution  is  not  normal. 
An  even  distribution  is  most  beneficial  to  business  in 
general. 

There  is  the  additional  difficulty,  when  attention  is 
given  chiefly  to  the  prices  for  agricultural  products,  of 
ascertaining  what  proportion  of  the  crop  is  sold  at  each 
price.  Just  how  much  the  farmers  receive  is  more  or 
less  in  doubt.  Further,  production  is  to  be  watched 
with  caution,  because  it  does  not  adjust  itself  to  price 
changes  in  the  same  way  as  the  production  of  pig  iron, 
for  instance.  The  forces  of  nature  influence  the  agri- 
ciiltural  yield.  Altho  further  investigation  is  needed  to 
prove  conclusively  whether  the  yield  per  acre  or  the 
total  yield  and  the  price  statistics  are  most  significant, 
crop  statistics  of  some  kind  clearly  ought  to  be  con- 
sidered in  any  study  of  business  indices. 

(20)  Other  Items.  In  addition  to  the  above  indices 
there  are  several  others  for  which  statistics  may  be  had 
after  some  delay  or  for  which  incomplete  statistics  are 
available.  Unemployment  statistics  are  a  valuable 
index,  as  is  proved  by  the  report  issued  from  month  to 
month  by  the  British  Board  of  Trade.  In  this  coimtry, 
imfortunately,  no  unemployment  statistics  are  cur- 
rently available.  The  Massachusetts  Bureau  of 
Statistics  has  published  quarterly  statements  on  unem- 
ployment since  March,  1908.     The  New  York  Bm'eau 


Digitized  by  LjOOQ IC 


542  QUARTERLY  JOURNAL  OP  ECONOMICS 

of  Labor  keeps  monthly  records  of  unemployment,  but 
up  to  the  present  time  these  have  been  published  only 
after  so  long  an  interval  as  to  give  them  little  more 
than  historical  interest. 

For  lumber  some  scattered  statistics  of  production 
and  shipments  are  published  and  also  some  price  statis- 
tics. Unf ortimately  the  quotations  for  lumber  prices  in 
trade  papers  are  not  altogether  reliable.  Judging  from 
the  statistics  given  in  Part  IV  of  the  Bureau  of  Corpora- 
tions' Report  on  Lumber,  accurate  price  statistics  for 
certain  ^^es  of  lumber,  especially  for  the  common 
griades  of  fir  and  pine,  would  be  as  valuable  indices  as 
are  the  price  statistics  of  other  commodities. 

Newspaper  and  book-paper  prices  are  regularly  pub- 
lished, but  they  too  seem  to  be  imreliable.  Further- 
more, paper  is  sold  largely  upon  contracts  extending 
over  a  year  or  more,  so  that  the  prices  are  somewhat 
inflexible.  The  American  Pulp  and  Paper  Association 
has  been  collecting  reports  of  production  and  these  were 
for  a  time  published.  *  From  such  material  as  is  avail- 
able, it  appears  that  the  paper  trade  is  sensitive  to 
fluctuations  in  general  business  conditions.  The 
volume  of  advertising  which  the  newspapers  and  maga- 
zines carry  varies  with  business  prospects  and  the  size  of 
the  publications  is  thereby  affected.  When  business  is 
brisk  there  is  also  a  greater  demand  for  paper  for  posters, 
circulars,  advertising  booklets  and  for  other  purposes. 
For  advertising  itself  some  statistics  are  available,*  but 
not  enough  to  be  of  much  service  as  yet. 

The  National  Association  of  Wool  Manufacturers 
began  in  December,  1913,  to  collect  quarterly  reports  of 
the  number  of  cards,  combs,  spindles,  and  looms  in 
operation  and  idle  in  the  woolen  and  worsted  mills. 
If  these  reports  are  continued,   they  should  prove 

>  In  the  Paper  Trade  JouroAl.  >  Printers'  Ink  givoa  monthly  tablee. 
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valuable  indices,  even  if  they  are  not  upon  a  monthly 
basis. 

It  is  apparent,  I  think,  from  what  has  been  stated  in 
the  foregoing  paragraphs,  that  there  is  now  abundant 
material  for  experimentation  on  this  subject  of  business 
indices.  In  order  to  use  these  statistics  properly  some 
common  basis  of  comparison  is  needed,  which  will  not 
only  provide  a  common  denominator  but  which  will  also 
take  into  account  the  seasonal  fluctuations.  It  is  of 
vital  importance  to  know  whether  an  increase  or  a 
decrease  represents  a  normal  seasonal  fluctuation  or 
whether  it  represents  a  fundamental  change  in  condi- 
tions. We  now  turn  to  a  critical  examination  of  the 
attempts  which  have  been  made  to  provide  such  a 
common  denominator  and  to  construct  business  barom- 
eters. 

II.  Some  Methods  of  Business  Forecasting 

The  systems  of  business  forecasting  which  are  now  in 
use  are  open  to  criticism  in  two  directions:  (1)  their 
selection  of  statistics  ahd  (2)  their  statistical  methods. 
Such  criticism  does  not  imply  a  lack  of  appreciation  of 
the  useful  service  done  by  these  "  barometers.^'  Their 
pioneer  work  has  been  especially  valuable  in  creating 
amongst  business  men  a  more  wide-spread  interest,  and 
a  broader  recognition  of  the  fact  that  crises  and  depres- 
sions are  not  caused  by  politics  or  accidents. 

(1)  Babson^ 8  Composite  Plot.  One  of  the  best  known 
business  barometers  is  that  prepared  by  Mr.  Roger  W. 
Babson,  who  also  publishes  a  very  serviceable  compila- 
tion of  monthly  statistics  on  his  Desk  Sheet.  Statistics 
for  twelve  subjects  are  used  in  the  preparation  of  this 
barometer,  —  (1)  immigration,  (2)  new  building,  (3) 
liabilities  of  business  failures,  (4)  bank  clearings,  exclu- 
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sive  of  New  York  City,  (5)  Bradstreet's  index  number 
for  commodity  prices,  (6)  surplus  reserves  of  the  New 
York  Clearing  House  banks,  (7)  foreign  money  rates, 
(8)  domestic  money  rates,  (9)  conditions  of  crops,  (10) 
idle  cars,  (11)  political  factors,  (12)  stock  market  condi- 
tions. The  first  four  are  grouped  together  as  represent- 
ing mercantile  conditions,  the  second  four  as  representing 
monetary  conditions,  and  the  third  four  as  repre- 
senting investment  conditions. 

From  what  has  been  said  in  the  preceding  pages  it  is 
evident  that  these  statistics  vary  greatly  in  significance. 
Immigration,  for  example,  is  a  much  less  reliable  index 
than  bank  clearings  or  domestic  money  rates,  and  idle 
car  statistics  are  altogether  imsatisfactory.  Further- 
more, the  methods  of  obtaining  statistics  for  three  of  the 
subjects  are  open  to  serious  criticism.  In  order  to  get 
an  index  for  foreign  money  rates  the  ofi^cial  rates  of  the 
Bank  of  England,  Bank  of  France,  and  Reichsbank  are 
averaged.  Such  an  average  does  not  seem  to  me 
statistically  soimd,  since  the  policies  of  these  banks  are 
by  no  means  the  same.  The  Bank  of  France,  for  in- 
stance, sometimes  puts  a  premiiun  upon  gold  deliveries 
instead  of  changing  the  discount  rate.  For  crops  only 
com  and  wheat  statistics  are  used.  The  cotton  crop, 
which  provides  about  one-fourth  of  our  exports  and 
affects  so  large  a  section  of  the  country,  is  not  included. 
Theestimated  crops  of  com  and  of  wheat,  in  bushels,  are 
added  together,  despite  the  fact  that  in  this  way  com 
is  given  a  weight  four  times  that  of  wheat,  which  sells  at 
considerably  higher  prices  per  bushel  and  is  more  of  a 
cash  crop.  Com  should  be  given  a  weight  not  over 
twice  that  of  wheat.  As  previously  stated,  the  figures 
for  total  production  seem  to  me  less  satisfactory  for 
this  purpose  than  the  average  yield  per  acre.  "  Politi- 
cal factors,"  finally,  cannot  be  measured  statistically. 
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and  to  include  such  a  subject  indicates  a  startling  dis- 
regard for  scientific  method.  An  index  on  such  factors 
could,  at  best,  be  only  guess  work. 

Both  Babson's  selection  of  subjects  and  his  treat- 
ment of  the  figures  are  open  to  criticism.  If  only 
twelve  subjects  were  to  be  used  in  preparing  the  busi- 
ness barometer,  these  twelve  shoiild  have  been  the  most 
sensitive  and  the  most  trustworthy.  Babson's  selection 
seems  to  me  to  fall  far  short  of  that  requirement.  It  is 
especially  notable  that  no  strictly  industrial  statistics 
are  used.  The  selection  of  subjects,  however,  is  open  to 
less  criticism  than  the  methods  of  manipulating  the 
statistics. 

In  order  to  seciu^e  a  common  basis  of  comparison  for 
these  diverse  denominations  and  to  eliminate  the  effects 
of  seasonal  fluctuations,  a  set  of  intermediary  ''  scale  '' 
figures  was  worked  out.^  Taking  inunigration  for 
illustration,  a  table  of  scale  figures  was  prepared  for  each 
month.  For  January  the  highest  and  lowest  figures  for 
the  month  of  January  during  the  years  of  1898-1908 
were  found,  —  18,300  in  1901  and  56,200  in  1905.  The 
range  between  these  two  figures  was  taken  as  equal  to 
100  points.  The  difference  between  the  two  actual 
figures  (37,900)  was  divided  by  10.  By  adding  this 
quotient,  3,790,  to  18,300,  the  point  ten  "  degrees  " 
above  the  lowest  was  found,  and  by  repeating  the 
process  the  entire  scale  was  built  up  in  arithmetic^  pro- 
gression until  it  reached  the  highest  actual  figure, 
56,200.  The  same  scheme  was  used  in  working  out  a 
scale  for  each  month.  For  February  the  lowest  and 
highest  figures  for  inunigration  in  the  month  of  February, 
1898-1908,  were  found  and  a  100  point  scale  similarly 
ascertained,  and  so  on  for  the  other  months.  Thus  there 
is  a  separate  scale  for  each  subject  for  each  month. 

1  "  Preparing  the  Componte  Plot,"  Babson'a  Reports,  1912. 
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To  quote  Mr.  Babson's  own  explanation:  ^  —  "  We 
then  arrange  the  scale  figures  in  colunm,  placing  zero 
over  the  column  whose  average  approximates  most 
closely  to  the  average  conditions  of  the  years  1903 
and  1904,  —  that  is  the  depression  following  the  1903 
panic.  This  date  is  taken  arbitrarily  as  the  starting 
point  of  the  Barometer.  We  then  place  our  index 
figures  in  series  to  the  left  and  right  of  zero.  If  the 
voliune  of  business  increases  so  as  to  go  beyond  the 
scale,  higher  scale  figures  are  added,  using  the  same 
arithmetical  progression  as  at  first,  so  that  the  actual 
condition  of  the  years  1898-1908  serves  as  a  constant  by 
which  to  compare  succeeding  years.  Scales  similar  to 
this  one  on  inunigration  have  been  prepared  for  all 
subjects." 

As  an  example  of  the  way  in  which  the  immigration 
scales  for  January,  February,  and  March  are  worked  out 
the  following  table  is  given. 


Jan. 

Feb. 

M«r. 

+60 

56,200 

68,700 

139,100 

+60 

52,410 

64,170 

128,440 

+40 

48,620 

59,640 

117,780 

+30 

44,830 

55,110 

107,120 

+20 

41,040 

50,580 

96,460 

+10 

37,250 

46,060 

85,800 

0 

33,460 

41,520 

75,140 

-10 

29,670 

36,990 

64,480 

-20 

25,880 

32,460 

53,820 

-30 

22,090 

27,930 

43460 

-40 

18,300 

23,400 

32,500 

On  each  scale  the  range  would  not  necessarily  be  from 
—  40  to  +60,  but  in  every  case  it  would  have  a  range 
of  100  points,  with  the  lowest  actual  figure  for  that 
month,  1898-1908,  at  the  bottom,  the  highest  actual 
figure  at  the  top,  and  ''  zero  "  fixed  by  the  figures  for 
1903-04. 

>  *'  Pkvpuinff  the  Composite  Plot,"  Babaon't  Reports,  1912. 
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This  scale  is  then  used  for  determining  the  index 
figure  for  the  current  month.  For  January,  1914,  for 
example,  the  number  of  inunigrants  was  44,700.  This 
evidently  falls  between  +  20  and  +  30  on  the  January 
scale  for  immigration.  41,040  corresponds  to  +  20  on 
that  scale.  Subtracting  from  44,700,  the  difference  is 
3,660.  The  last  figure  is  then  divided  by  379,  which  is 
the  value  of  each  degree  on  the  scale.  The  quotient, 
9.6,  is  added  to  +  20,  giving  an  index  of  +  29.6  for 
inmiigration  in  January,  1914. 

An  index  number  is  similarly  worked  out  for  each  of 
the  subjects,  by  finding  the  scale  figure  to  which  the 
actual  figure  for  the  month  of  January,  1914,  corresponds. 
Each  month  in  each  year  is  handled  in  the  same  way. 

For  business  failures,  surplus  reserves,  and  idle  cars, 
inverted  scales  are  used,  since  these  subjects  vary  in- 
versely with  lousiness  conditions.  But  for  surplus 
reserves,  when  the  figures  fall  below  a  certain  point, 
weakness  rather  than  strength  is  indicated,  hence,  to 
quote  Mr.  Babson  again,  '^  below  $5,000,000  this  subject 
is  put  upon  what  we  call  a  deficit  scale,  declining  quickly 
to  zero  as  the  reserves  are  wiped  out  and  reading  —  66 
for  a  deficit  of  $50,000,000,  as  in  November,  1907." 
Similarly  ''  when  money  rates  for  the  best  commercial 
paper  reach  about  5  per  cent  —  an  average  occurring 
only  in  a  period  of  excess  loans  —  the  scale  figures 
begin  to  work  downward  again,  for  the  '  lack  of  con- 
fidence '  shown  by  the  high  rate  overshadows  the '  excess 
of  business '  feature  shown  by  a  majority  of  other  sub- 
jects. On  this  panic  scale  the  index  moves  to  —  60 
rapidly  when  rates  advance  from  5  per  cent  to  8  per 
cent  or  above."  Both  of  these  scales  are  purely  arbi- 
trary adjustments. 

Having  found  the  index  for  each  of  the  subjects  for  a 
certain  month  these  figures  are  averaged,  giving  double 
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weight  to  bank  clearings,  domestic  money  rates,  and  the 
stock  market  index.  The  final  figure  thus  obtained  is 
the  index  to  business  conditions.  Before  imdertaking 
to  examine  the  use  which  is  made  of  this  summary 
figiu^,  let  us  make  a  critical  examination  of  this  method 
of  securing  index  numbers. 

In  the  first  place,  it  is  evident  that  the  index  numbers 
are  in  no  sense  percentages.  Since  the  lowest  point  is 
not  zero,  they  do  not  show  even  the  percentage  of  the 
range  above  the  lowest  points.  The  index  numbers 
depend  upon  this  range  and  upon  the  location  of  the 
zero  point.  The  question  of  whether  or  not  1903-04 
can  fairly  be  assumed  to  have  been  representative  of 
normal  conditions  for  all  of  these  subjects  is  of  nunor 
importance.  The  heart  of  the  problem  is  the  method  of 
determinating  the  range  upon  which  the  scale  figures  are 
based. 

The  use  of  the  range  between  the  highest  and  lowest 
figures  for  each  month  over  a  ten-year  period  as  a  base 
for  the  scale  figiu^s  presupposes  that  there  were  no 
abnormally  high  and  no  abnormally  low  figures  in  any 
instance.  If  in  any  month  one  subject  showed  an  ex- 
ceptionally high  figure  because  of  extraordinary  circiun- 
stances  which  did  not  affect  the  other  subjects  and  which 
had  no  influence  in  other  months,  the  range  was  thereby 
made  abnormally  wide.  The  scale  figures  and  the  index; 
numbers  determined  from  such  a  range  are  not  properly 
comparable  with  those  for  other  subjects  and  for  other 
months.  The  range,  in  other  words,  may  be  said  to 
have  been  placed  at  the  mercy  of  the  extraordinary 
events  during  this  ten-year  period.  As  a  matter  of 
fact,  a  little  experimenting  will  show  that  the  exclusion 
of  a  single  high  figiu*e,  using  instead  the  one  next 
in  order,  materially  modifies  the  scale  figiu^s  for  any 
subject. 
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Take  the  liabilities  of  business  failures,  which  showed 
as  its  high  point  $100,045,440  m  October,  1907.  The 
greatest  force  of  the  panic  was  then  felt  by  that  subject. 
Altho  in  the  following  months  failures  were  heavier  than 
prior  to  the  panic,  they  by  no  means  exceeded  the 
averages  for  the  respective  months  to  anything  like  the 
same  degree  as  in  October.  Consequently  the  scale  for 
liabilities  of  business  failures  for  October  is  not  fairly 
comparable  with  the  failures  scales  for  the  other 
months.  Again,  as  has  already  been  shown,  the  ap- 
proach and  the  effects  of  the  crisis  were  not  felt  S3m- 
chronously  to  the  same  degree  by  all  the  subjects. 
Domestic  money  rates,  for  example,  reached  their 
highest  point  in  December,  1907,^  and  security  prices 
their  highest  point  in  September,  1906.  A  brief 
examination  of  the  statistics  for  the  other  subjects  will 
show  that  there  was  no  such  correlation  in  their  fluctua- 
tions as  to  warrant  the  use  of  this  method  of  establish- 
ing a  common  basis  of  comparison  or  to  justify  the 
averaging  of  the  index  numbers. 

The  summary  index  figure  which  is  obtained  by 
averagmg  the  index  figures  for  the  twelve  subjects  does 
not,  therefore,  indicate  the  percentage  of  anything,  nor 
does  it  show  the  percentage  change  from  month  to 
month.  It  merely  gives  the  average  of  the  figures 
obtained  by  the  use  of  this  questionable  range-scale 
method. 

The  summary  figure  is  obtained  solely  for  making  the 
Composite  Plot.  The  theory  which  underlies  the  Com- 
posite Plot  is  that  in  business,  as  in  the  physical  sciences, 
"  action  and  reaction  "  are  equal  and  that  the  summary 
index  figure  for  the  twelve  subjects  measures  business 

>  From  the  explanation  which  has  been  given  of  the  "  deficit  scale  "  uaed  for  money 
rates  when  they  rise  abdve  5  per  oent,  the  latter  figure  must  have  been  taken  as  the 
maTimum  in  fixing  the  scale.  If  this  same  plan  were  to  be  oommonly  followed,  the 
seales  would  becouM  entirely  arbitrary,  depending  upon  the  Judgment  of  the  person  who 
made  them  out. 
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action  and  reaction  so  accurately  that  we  can  foretell 
the  amount  of  depression  which  will  compensate  for  a 
preceding  period  of  prosperity. 

Tho  the  rythmic  movement  in  trade  cycles  is  not  to  be 
disputed,  it  is  more  than  doubtful  whether  there  is  a  law 
applicable  to  our  ultra-complex  economic  life  which 
causes  an  exact  balancing  of  action  and  reaction.  Some 
forces  may  tend  to  coimterbalance  each  other  &t  one 
time,  and  yet  not  at  another.  Furthermore  there  may 
be  long  delays  in  the  manifestations  of  the  resultants  of 
certain  forces.  And  even  granting  that  a  definite  law 
of  this  kind  is  at  work,  are  the  twelve  subjects  for  which 
statistics  are  used  by  Mr.  Babson  so  representative  of 
all  business  conditions  and  forces  that  we  can  base  hard 
and  fast  conclusions  upon  them  ?  Are  the  statistics 
themselves  so  free  from  error  that  they  can  serve  as 
exact  measures?  Is  thie  method  of  reducing  these 
statistics  to  a  common  basis  so  scientifically  accurate 
that  the  final  composite  index  niunber  deserves  confi- 
dence ?  It  is  obvious  that  each  of  these  questions  must 
be  answered  in  the  negative. 

Finally,  the  Composite  Plot  itself  is  to  be  considered. 
To  obtain  this  the  summary  index  numbers  are  plotted 
as  for  an  ordinary  graph,  with  the  additional  provision 
of  a  line  of  "  normal  growth,"  —  the  X-Y  line.  This 
X-Y  line  is  an  essential  part  of  the  Composite  Plot^ 
since  some  of  the  subjects  tend  to  show  an  increase  from 
year  to  year  in  consequence  of  the  growth  of  the  coim- 
try.  If  it  were  not  for  the  growth  of  the  country,  the 
curve  plotted  from  the  index  numbers  would  fluctuate 
above  and  below  a  straight  line  parallel  to  the  base  line. 
The  line  of  "  normal  growth,"  however,  must  move 
upward  in  order  to  show  a  proper  balance.^ 

>  It  should  be  noted  that  for  fiye  of  the  twelve  ■ubjects  theie  is  no  nonnal  growtiw 
but  only  fluctuations  around  the  constant  level.  Mon«y  rates;  for  instanoe,  do  not 
necessarily  increase  with  the  growth  of  the  country. 
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As  the  summary  index  nimibers  are  plotted  upon  the 
chart,  a  part  fall  above  the  X~Y  line  and  a  part  below. 
There  develop,  consequently,  a  series  of  areas  bounded 
by  this  curve  for  summary  index  numbers  and  by  the 
X-Y  line.  These  areas  alternate  above  and  below  that 
X-Y  line.  Those  aboye  are  positive  and  represent 
action ;  those  below  are  negative  and  represent  reaction. 
Since  action  and  reaction  are  to  be  equal,  the  positive 
and  negative  areas  must  be  equal.  They  are  not  regular 
in  depth  or  breadth  but  equal  only  in  area.  For  a  cur- 
rent month  this  Composite  Plot  is  assumed  to  show  the 
position  in  which  the  business  world  is  with  reference  to 
the  business  cycle.  From  this  Plot,  it  is  assumed,  one 
can  judge  how  much  positive  or  negative  area  can  be 
expected  to  develop  before  a  change  sets  in.  The  Plot 
does  not  indicate  in  any  way  whether  this  development 
is  likely  to  be  rapid  or  slow,  whether  the  "  reaction  " 
will  be  sharp  and  quick  or  slow  and  long. 

Obviously  the  relative  size  of  the  areas  above  and 
below  the  X-Y  line  depends  upon  where  that  line  is 
placed.  When  this  Plot  was  first  published,  the  X-Y 
line  was  straight.  Its  direction  had  been  determined  by 
carrying  the  Plot  back  over  several  years  and  drawing 
the  line  of  normal  growth  in  such  a  way  that  equal  posi- 
tive and  negative  areas  would  be  shown. 

Until  January,  1913,  the  line  continued  to  be  straight, 
running  diagonally  at  an  angle  of  about  ten  degrees 
from  the  horizontal.  Events,  however,  were  causing 
imequal  areas  to  develop  and  a  readjustment  was  neces- 
sary. Modifications  in  the  direction  of  the  X-Y  line 
were  introduced,  causing  long,  irregular  fluctuations. 
Had  the  direction  of  the  line  remained  imaltered,  the 
appearance  of  the  plot  at  the  present  time  would  be 
quite  different.  Now  the  direction  of  the  X-Y  line  is 
changed  as  occasion  requires.     To  quote  from  an  ex- 
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planation  issued  by  the  Babson  Statistical  Organization : 
"After  considerable  study  of  the  different  subjects, 
it  seems  clear  that  the  subject  most  successful  as  an 
indicator  ...  is  the  volume  of  bank  clearings  for  the 
country,  excluding  New  York.  .  .  .  But  as  it  is  always 
dangerous  to  use  one  subject  alone  and  eiq)ecially  a 
subject  reflecting  surface  movements,  it  is  necessary  to 
take  bank  clearings  as  an  indicator  only,  .and  to  check 
conclusions  based  upon  it  at  the  end  of  each  year  by  all 
the  important  barometers  of  wealth  which  are  reported 
annually,  and  again  at  the  end  of  each  cycle,  as  shown 
by  the  areas  of  the  Composite  Plot.  Therefore^  on  our 
Composite  Plot,  the  line  X-Y  is  now  drawn  so  as  to  make 
the  areas  equal,^  with  special  attention  to  the  cycles."  * 

In  other  words,  without  offering  a  detailed  explana- 
tion, the  X-Y  line  is  now  adjusted  from  time  to  time 
according  to  bank  clearings,  one  of  the  twelve  subjects 
used  in  obtaining  the  barometer  figure,  and,  in  the  long 
run,  the  line  is  drawn  so  as  to  make  the  positive  and 
negative  areas  equal.  In  last  analysis  therefore,  the 
whole  scheme  turns  upon  the  X-Y  line,  which  is  read- 
justed more  or  less  in  accordance  with  what  the  manipu- 
lator thinks  that  the  chart  ought  to  show. 

(2)  Brookmire^s  system.  The  other  system  of  fore- 
casting which  I  shall  examine  here  is  that  of  the  Brook- 
mire  Economic  Chart  Co.  In  this  system  there  are 
three  composite  indices  and  no  single  plot.  No  attempt 
is  made  to  lay  down  rules  that  the  indices  must  always 
react  upon  each  other  in  the  same  way  or  that  any  hard 
and  fast  law  is  to  be  followed.  It  is  recognized  that 
many  forces  are  at  work  which  cannot  be  expressed 
statistically  but  which  must  be  taken  into  consideration 
in  jud^ng  the  probable  course  of  business  conditions. 

>  The  italics  are  mine. 

>  "  How  the  line  of  Normal  Growth  '  X-Y '  of  the  Composite  Plot  b  Located." 
Babeon's  Reports. 
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In  obtaining  the  Business  Index  the  following  statis- 
tics are  used :  ^  total  bank  clearings  in  the  United  States, 
bank  clearings  exclusive  of  New  York  City,  commodity 
prices,  railroad  gross  earnings,  new  building  (70  cities), 
pig  iron  production,  pig  iron  price,  price  of  Bessemer 
billets,  unfilled  orders  of  United  States  Steel  Corpora- 
tion. For  the  Stock  Market  Index,  the  average  price 
of  twenty  railroad  stocks  and  twelve  industrials  is  com- 
puted; and  for  the  Banking  Index,  use  is  made  of  loans, 
deposits,  reserves,  ratio  of  reserves  to  loans,  and  rate  on 
conunercial  paper.' 

The  method  of  reducing  these  statistics  to  a  common 
basis  has  been  explained  by  Mr.  Brookmire  as  follows: 
"  In  combining  these  banking  indices  it  was  necessary 
to  create  a  conunon  scale  on  which  to  place  each  index 
before  averaging  them  all  together.  I  decided  to  take  a 
period  beginning  with  1900  and  find  the  average  figure 
for  each  index  taken.  This  '  normal '  or  '  zero  '  point 
is  the  place  where  the  points  of  each  index  used  fall  half 
above  and  half  below  the  normal  line.  For  example, 
the  '  normal '  or  '  zero  '  point  of  the  loans  to  deposits 
graph  is  98.5  per  cent  for  the  period  1900  to  1912. 
This  '  normal '  or  '  zero  '  point  is  the  starting  point  of 
the  new  combined  index."  *  That  is,  the  median  is 
apparently  used  as  the  standard  in  working  out  the 
scale. 

In  criticizing  this  system  of  forecasting,  attention  is 
first  to  be  called  to  the  limited  number  of  subjects  in- 
cluded and  to  the  omission  of  all  crop  statistics.  But, 
here  again,  the  main  criticism  lies  against  the  technical 
methods  used^  in  making  adjustments  for  seasonal 
fluctuations  and  for  normal  growth.     For  those  statis- 

>  J.  H.  Brookmire,  *'  Financial  Foreoaadng/'  Moody's  Magadne,  Januaiy,  1914, 
p.  8. 

>  Ibid.,  June,  1913,  p.  444.  •  Ibid..  June,  1918,  p.  444. 
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tics  which  manifest  a  seasonal  fluctuation,  the  seasonal 
variation  is  calciilated  and,  before  the  index  is  prepared, 
the  statistics  are  ''  compensated  "  in  accordsuice  with 
these  calculations.  Owing  to  the  nature  of  the  statis- 
tics a  certain  percentage  of  error  must  be  involved  in 
these  calculations  and  compensations. 

As  regards  ''  normal "  growth,  the  rate  of  annual 
increase  in  those  figures  which  are  influenced  directly  by 
the  progressive  advance  of  the  country  is  also  calculated, 
and  the  figures  are  ''  stepped  down  "  before  using.^ 
Since  so  many  diverse  forces  affect  these  statistics,  a 
rate  of  ^'  normal  "  annual  increase  can,  at  best,  be  only 
an  approximation;  whereas  the  system  presumes  to 
make  a  nice  adjustment.  Obviously  both  the  "  com- 
pensation "  and  the  '^  stepping  down  "  are  somewhat 
arbitrary,  depending  more  or  less  upon  the  judgment  of 
the  person  preparing  the  index.  A  system  in  which  the 
personal  element  is  dominant,  as  in  this  case,  is  always 
open  to  doubt.  It  does  not  tell  its  whole  story  upon 
its  face. 

III.  Suggested  Method  of  Obtaining  Indices 

It  is  apparent,  from  the  criticisms  which  have  been 
made  in  the  preceding  section,  that  one  of  the  fundar 
mental  problems  in  preparing  indices  of  business  condi- 
tions is  to  secure  a  common  denominator  which  will 
allow  for  normal  growth  and  seasonal  fluctuations 
without  leaving  any  of  the  adjustments  or  compensa- 
tions to  personal  judgment  or  manipulation.  To 
achieve  this  end  I  suggest  the  following  method. 

For  each  subject  let  a  monthly  index  number  be  ob- 
tained by  dividing  the  actual  figure  for  the  month  by 
the  average  for  that  month  during  the  ten  preceding 

>  J.  H.  Brookmire.  "  Financial  Foracaitinc,"  Moody's  Magndne,  June.  1913,  p. 
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years.  This  is  illustrated  by  the  following  table,  which 
gives  the  ten-year  monthly  averages,  the  actual  figures, 
and  the  index  numbers,  for  one  item,  namely  bank 
clearings,  exclusive  of  New  York  City;  the  period 
covered  being  the  years  1913  and  1914.  The  figures  for 
clearings  are  from  BradatreeVs. 

Bank  Clearingb 

Base 
(Average  for  Actual  Index 

Month  Month.  1008-12)  >      Hcurea  i  Number 

1913,  January   4,903  6,739  137 

February   4,142  5,670  137 

March 4,728  6,100  129 

April 4,612  6,090  132 

May   4,666  6,026  132 

June   4,649  6,831  128 

July 4,639  6,080  131 

August  4,360  6,492  126 

September  4,407  6,841  132 

October 5,162  6,859  133 

November   4,913  6,167  126 

December 6,041  6,636  130 

Base 

(Averaffe  for 

Month.  1004-13)1 

1914,  January   6,193  6,687  129 

February   4,392  6,500  126 

March 4,985  6,263  126 

April 4,794  6,218  130 

May   4,732  6,797  122 

June   4,767  6,968  126 

July 4,872  6,180  127 

August  4,677  6,233  114 

September  4,667  6,269  113 

October 6,460  6,981  110 

November   5,180  6,561  106 

December 5,321  5,979  112 

The  ten-year  average  for  the  month  of  January,  1903- 
12,  was  $4,903,000,000;  the  actual  amoimt  for  January, 
1913,  $6,739,000,000.  Dividing  the  latter  by  the 
former,  an  index  number  of  137  is  obtained.      This 

1  In  I 


Digitized  by  LjOOQIC 


556  QUARTERLY  JOURNAL  OF  ECONOMICS 

means  that  in  January,  1913,  bank  clearings  were  37 
per  cent  above  the  ten-year  average  for  that  month. 
The  ten-year  average  for  February,  1903-12,  was 
$4,142,000,000  and  the  actual  amount  in  February, 
1913,  $5,670,000,000,  which  also  gives  an  index  number 
of  137.  Similarly  for  each  month  in  1913  the  actual 
nimiber  is  divided  by  the  average  for  that  month  during 
the  years  1903-12.  For  January,  1914,  the  actual 
amount,  $6,687,000,000  is  divided  by  $5,193,000,000, 
the  ten-year  average  for  January,  1904-13;  and  a 
similar  base  is  used  for  the  other  months  in  1914. 

By  means  of  this  moving  base  the  comparability 
between  the  index  nimiber  for  December,  1913,  and 
that  for  January,  1914,  is  maintained.  The  basic 
months  used  in  obtaining  the  index  for  January,  1914, 
bear  the  same  relation  to  the  basic  months  used  in 
obtaining  the  index  number  for  December,  1913,  that 
the  latter  bear  to  the  basic  months  for  November,  1913. 
By  using  the  ten-year  monthly  averages,  seasonal 
fluctuations  are  automatically  allowed  for,  and  by  al- 
ways taking  the  ten  preceding  years  as  the  base,  provi- 
sion is  made  for  normal  growth. 

The  ten-year  monthly  average  represents  a  normal 
standard,  whether  the  figures  tend  to  increase  or  to 
fluctuate  about  a  constant  level.  For  the  purpose  in 
hand  this  moving  base  seems  superior  to  a  fixed  base 
and  certainly  it  is  more  reliable  than  any  arbitrary 
scale.  It  may  prove  advisable  to  use  a  fifteen  or  a 
twenty-year  period  in  determining  the  bases,  in  order  to 
reduce  the  influence  of  exceptional  years.  The  prin- 
ciple, however,  will  remain  the  same.  The  ten-year 
period  facilitates  the  use  of  those  statistics  which  have 
not  been  collected  for  a  longer  time  and,  from  numerous 
experiments  which  I  have  made  with  a  wide  variety  of 
statistics,  the  ten-year  period  appears  to  be  satisfactory. 
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In  plotting  the  index  numbers  I  have  in  each  case 
represented  100  by  a  heavy  line.  This  is  the  norm 
shown  by  the  ten-year  monthly  averages.  As  long  as  a 
curve  remains  above  this  line,  the  figures  are  above 
normal,  that  is,  above  the  ten-year  average  for  the 
corresponding  months. 

The  general  method  is  illustrated  by  Charts  VI,  VII, 
and  VIII,  which  show  the  course  of  the  index  numbers 
for  bank  clearings,  railroad  gross  earnings,  number  of 
business  failures,   commodity  prices,   stock   market, 
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money  rates,  crops,  and  pig  iron.  The  war  has  brought 
hardships  untold  to  the  statistician  who  wishes  to  study 
the  indices  of  business  conditions.  It  has  led  to  the  dis- 
continuance of  certain  statistics,  and  a  change  in  the 
form  of  others.  The  Copper  Producers'  Association,  for 
example,  ceased  publishing  figures  for  the  production  of 


Digitized  by  LjOOQ IC 


658  QUARTERLY  JOURNAL  OF  ECONOMICS 


TT 

Guar  VXI 


-y 


'S 


/\ 


> ' 


V 


i 


>' 


n  t  fl'i  B  >   IjiAA   »  i.i  LJ  i   H  i       i  i   ^  *  ^  ^   *  B  i  Ji   )   J   1  i  oil' 
"— —  NoittM  or  !«<»« ^  »rDCK  UuMMrhimmnm 


m'Cunr^ 


Digitized  by  LjOOQIC 


STATISTICAL  INDICES  559 

copper.  The  Boston  Transcript  reduced  the  number  of 
stocks  used  m  obtaining  its  barometer  from  twenty-five 
to  twenty,  and  several  other  sets  of  statistics  were  upset. 
The  charts  here  represented  are  only  a  part  of  those 
which  have  been  worked  out  in  my  experiments,  but 
they  will  suffice  to  explain  this  method  of  presentation. 

The  bank  clearing  statistics  used  are  those  published 
monthly  by  Bradstreet's  for  the  United  States  exclusive 
of  New  York  City.  The  statistics  for  the  number  of 
business  failures  and  also  the  index  niunber  for  commod- 
ity prices  are  from  Bradstreet^s.  Railroad  gross  earnings 
are  for  ten  roads  as  given  on  Babson's  desk  sheet.  The 
stock  market  barometer  is  that  of  the  Boston  Transcript. 
Money  rates  are  represented  by  the  average  monthly 
rate  on  60-90  day  commercial  paper  in  New  York.  For 
each  of  these  subjects  the  index  numbers  from  which 
the  curves  were  plotted  were  obtained  by  dividing  the 
actual  monthly  figures  by  the  averages  for  the  corre- 
sponding months  during  the  ten  preceding  years. 

For  pig  iron  an  index  number  for  production  was 
worked  out  upon  the  same  general  plan.  Then  in  the 
same  way  an  mdex  number  for  price.  In  order  to  get  a 
single  index  niunber  for  pig  iron  which  should  show  the 
net  result  of  changes  both  in  production  and  in  price  I 
have  averaged  the  production  index  with  the  price  index. 
For  example,  the  production  index  for  January,  1913, 
was  157.5,  the  price  index  99.5,  and  the  average  index, 
therefore,  was  128.5.  It  may  prove  better  to  use  these 
two  indices  separately,  but  this  combined  index  seems 
worth  trying  and  watching. 

For  crops  the  index  number  has  been  prepared  first 
for  winter  wheat,  spring  wheat,  com,  and  cotton. 
Other  crops  might  be  added,  but  these  serve  to  repre- 
sent the  conditions  in  the  great  agricultural  sections  of 
the  country.     During  the  growing  season  the  condition 
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reports  of  the  United  States  Department  of  Agriculture 
are  used.  The  index  number  for  each  of  these  crops  for 
each  month  during  this  season  is  found  by  dividing  the 
condition  figure  for  the  month  by  the  ten-year  average 
for  the  same  month.  When  the  final  report  of  the 
Department  of  Agriculture  is  issued  the  yield  per  acre 
is  taken  as  the  best  index  and  the  index  number  for  each 
crop  is  found  by  using  as  a  base  the  average  yield  per 
acre  for  that  crop  during  the  preceding  ten  years. 
From  December,  when  the  final  report  of  the  Depart- 
ment of  Agriculture  is  issued,  till  the  new  condition 
reports  begin  in  the  following  spring,  the  index  numbers 
for  the  crops  retnain  constant.  These  constant  index 
numbers  during  the  winter  and  early  spring  give  a 
proper  representation  of  conditions,  since  the  influence 
of  the  crops  on  the  markets  is  practically  without  change 
during  that  time. 

After  the  index  for  each  of  these  crops  was  prepared,  a 
weighted  average  was  taken.^  Winter  wheat  was  given 
a  weight  of  one,  spring  wheat  one,  cotton  two,  and  com 
four.  This  weighting  corresponds  roughly  to  the  rela- 
tive total  value  of  each  of  these  crops.  The  final 
weighted  average  was  taken  as  the  crop  index,  which 
was  to  represent  trade  conditions  in  the  leading  agri- 
cultural districts. 

Looking  at  the  charts  here  given,  it  is  apparent,  I 
think,  that  they  fairly  represent  some  of  the  conditions 
prevailing  during  this  period.  The  indices  for  bank 
clearings  and  railroad  gross  earnings  (Chart  VI)  corre- 
late closely  and  show  the  general  trend  of  events.  The 
number  of  business  failures  (Chart  VII)  has  been 
relatively  high  throughout,  jiunping  sharply  upward 
after  the  outbreak  of  the  war.    As  regards  the  future,  in 

>  Further  experiments  are  being  carried  on  to  aaoertain  whether  an  average  index  or 
a  separate  index  for  each  orop  ia  more  satisfactory. 
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view  of  the  length  of  time  during  which  failures  have 
been  relatively  heavy,  this  is  a  favorable  indication; 
there  has  been  an  unusually  severe  liquidation  and  the 
weak  spots  must  have  been  pretty  thoroly  cleaned 
out.  The  price  index  tended  to  fall  ^til  the  war  came. 
The  stock  market  showed  continued  depression. 

Chart  VIII  is,  perhaps,  most  helpful  in  interpreting 
the  general  course  of  business  during  these  months. 
The  rise  in  money  rates  in  the  early  part  of  1913,  was  due 
to  the  Balkan  war.  This  was  probably  one  of  the 
primary  causes  of  the  business  depression  which  began 
in  the  United  States  early  in  1913.  The  decline  later  in 
the  year  was  accompanied  by  a  brightening  of  business 
prospects  in  the  fall  of  1913.  Most  industries  showed 
an  appreciable  improvement  about  September  of  that 
year,  but  this  improvement  did  not  hold.  The  sharp 
decline  in  crop  prospects  which  began  in  June,  1913,  at 
just  the  time  when  the  index  for  money  rates  was  at  its 
highest  point  accentuated  the  depression  which  was 
setting  in  and  helped  to  cause  the  slight  crisis  of  that 
month.  The  relatively  poor  crops,  as  indicated  by  this 
curve,  show  why  there  was  not  more  recovery  in  the  fall 
and  winter  of  1913  and  why  business  was  depressed 
during  the  entire  spring  of  1914.  Since  other  factors 
were  favorable  and  the  crop  outlook  brighter  in  the 
summer  of  1914  conditions  appeared  ripe  for  at  least  a 
moderate  business  recovery.  The  breaking  out  of  the 
European  war,  however,  suddenly  tightened  the  money 
market  and  upset  the  whole  business  world. 

The  pig  iron  index  is  added  to  this  chart,  not  as  an 
index  of  all  industry,  but  as  an  illustration  of  this 
method  of  comparison.  One  of  the  merits  of  this  form 
of  presentation  is  that  the  various  factors  can  be  studied 
separately  and  evaluated.  A  composite  index  figure  for 
numerous  diverse  subjects  may  cover  up  significant 
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changes,  which  cannot  properly  be  considered  as  coun- 
terbalancing each  other. 

At  the  present  time  satisfactory  and  reliable  statistics 
are  available  for  only  a  very  few  industries.  We  have 
no  adequate  record  of  the  changes  which  are  taking 
place  from  month  to  month  in  the  symptomatic  manu- 
facturing industries  and  in  the  wholesale  and  retail 
trades.  But  before  we  can  thoroly  understand  the 
.  complex  causes  of  industrial  crises,  we  must  know  vastly 
more  of  the  actual  conditions  in  various  industries  and 
trades.  Possibly  we  shall  no  longer  have  serious  panics, 
thanks  to  our  new  banking  system;  but  we  shall  un- 
questionably be  subject  to  fluctuations  in  industry,  and 
probably  crises  will  recur  from  time  to  time.  Measures 
to  prevent  serious  depression  must  reach  much  farther 
than  to  the  banking  system.  Altho  crises  are  mani- 
fested most  strikingly  in  the  financial  field,  which  serves 
to  bind  together  the  whole  business  world,  they  have 
their  roots  and  causes  in  industrial  conditions.  Hence 
the  sooner  the  collection  of  more  comprehensive 
statistical  records  for  industry  and  trade  is  begun,  the 
earlier  can  we  acquire  a  thoro  knowledge  of  the  fun- 
damental forces  which  affect  business  prosperity. 

Melvin  T.  Copeland. 

Habyabd  Univebsitt. 
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WAGES  BOARDS  IN  AUSTRALIA: 

IV.  SOCIAL  AND  ECONOMIC  RESULTS  OF 

WAGES  BOARDS 

SUMMARY 

IntroducUon,  563. —  1.  The  abolition  of  sweating,  564.  —  The 
dimination  of  home  work,  569.  —  2.  Wages  and  working  conditions, 
572.  —  Are  wages  brought  to  a  level  by  wages  boards  7  578.  —  3.  The 
diqdacement  of  labor,  583.  —  The  old  and  slow  workers,  584.  —  Dis- 
placement of  men  by  women,  591.  —  Of  women  by  men,  502.  —  Of 
Europeans  by  Chin^,  594.  —  4.  Effects  on  industry  and  industrial 
growth,  596.  —  Ck>mpetition  with  other  states,  600.  —  The  limitation 
of  apprentices,  602.  — 5.  The  growth  of  trade  unions,  606.  — 6.  Re- 
lations between  employers  and  employees,  610.  —  The  infrequency  of 
strikes,  611.  —  7.  Enforcement  of  wages  board  legislation,  617.  —  8. 
Public  opinion  and  the  wages  boards,  621.  — Wages  boards  v,  Ck>m- 
pulsory  arbitoition,  627. 

In  attempting  to  evaluate  the  work  of  the  wages 
boards  or  to  describe  the  results  which  this  mode  of 
wage  regulation  has  had  on  the  prosperity  and  welfare 
of  the  people,  we  must  guiEy*d  against  the  assumption 
that  we  can  speak  with  certainty  as  to  the  final  conse- 
quences of  this  legislation.  As  Sir  Henry  Wrixon  said  ^ 
when  the  continuation  bill  was  up  for  discussion  in 
Parliament  in  1900,  the  real  operations  of  such  laws  are 
not  revealed  in  a  few  years  and  may  not  surely  be  known 
in  the  course  of  one  generation. 

While  fully  admitting  the  tentative  character  of  our 
conclusions,  we  may  nevertheless  say  that  the  eighteen 
years  of  experience  which  the  state  of  Victoria  has  had 
with  wages  boards  offers  the  safest  basis  on  which  to 
form  an  opinion  as  to  the  results  of  this  method  of  wage 

1  See  this  Journal  for  November.  1914,  p.  40. 
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regulation.  For  not  only  has  the  Victorian  experience 
been  of  longer  duration  than  that  of  other  states  but  it 
has  been  on  a  more  extended  scale  and  has  persisted 
along  the  same  lines  from  the  beginning.  South 
Australia  and  Queensland,  after  several  futile  efforts  to 
inaugurate  the  wages  boards  system  and  after  several 
years  of  more  or  less  successful  operation  of  their  laws, 
have  seriously  modified  if  not  transformed  their  plans 
by  the  introduction  of  compulsory  arbitration.  New 
South  Wales  added  the  special  boards  to  her  arbitration 
scheme  but  has  never  been  free  from  the  influence  of 
the  arbitration  court.  The  experiences  of  Tasmania, 
Great  Britain  and  some  of  our  own  states  with  wages 
boards  have  been  entirely  too  brief  to  satisfy  us  as  to 
the  results.  Whenever  the  experiences  of  other  states 
and  countries  show  the  same  results  as  appear  in  Vic- 
toria, we  may  say  that  they  serve  to  strengthen  our 
opinions  of  the  success  or  failure  of  the  Victorian  legis- 
lation; but  it  is  the  Victorian  experience  which  must 
afford  the  main  reliance  for  such  conclusions  as  we  are 
now  willing  to  formulate. 

1.    The  Abolition  of  Sweating 

The  intention  of  the  legislatures  in  all  states  and 
countries  which  have  adopted  the  wages  boards  plan 
was  to  abolish  sweating  in  certain  trades  and  industries. 
It  seems  proper,  therefore,  that  we  should  first  inquire: 
how  successful  has  the  law  been  in  accomplishing  its 
main  purpose  ? 

Mr.  Ernest  Aves,  who  visited  Australia  in  1907,  and 
made  a  careful  investigation  for  the  Home  Department 
of  Great  Britain  into  the  workings  and  results  of  wages 
boards  and  arbitration  courts,  was  inclined  to  the 
opinion  that  the  wages  boards  in  Victoria  had  only 


Digitized  by  LjOOQ IC 


WAGES  BOARDS  IN  AUSTRALIA  565 

partially  succeeded  in  overcoming  the  sweating  evil.^ 
Conditions,  he  said,  had  undoubtedly  improved  in  the 
various  branches  of  the  clothing  trade  and  also  in  bread- 
making,  but  Mr.  Aves  felt  by  no  means  certain  that  the 
improved  conditions  were  due  entirely  or  mainly  to  the 
Special  Boards  and  he  felt  that  should  a  prolonged  trade 
depression  occur,  some  reduction  in  the  average  wages 
paid  might  be  expected  to  take  place,  especially  among 
the  home  workers.  On  the  other  hand,  he  was  willing 
to  admit  that  the  influence  of  the  board  rates  like  a 
long-established  custom,  would  exercise  a  healthy  re- 
straint on  the  downward  tendency  should  wage  reduc- 
tions become  necessary. 

Dr.  Robert  Schachner,  a  German  economist  who 
spent  several  years  (1905  to  1907)  in  AustraUa  and  New 
Zealand,  studying  labor  conditions  and  working  part  of 
the  time  as  a  laborer  in  various  iadustries,  was  also  of 
the  opinion  that  the  sweating  evil  had  been  only  par- 
tially overcome.  He  mentions  the  women's  clothing 
industries  and  book-binding  as  examples  of  trades  in 
which  sweating  still  continued.^ 

Much  the  same  opinion  seems  to  have  been  held  by 
a  careful  American  investigator,  Dr.  Victor  S.  Clark, 
who  visited  Australia  in  1904  in  order  to  conduct  an 
investigation  for  the  United  States  Bureau  of  Labor. 
He  gives  several  instances  to  show  that  sweating  was 
still  in  existence  in  Melbourne  in  the  clothing  trades  at 
the  time  of  his  visit  but  he  admits  that  ''  the  general 
condition  of  operatives  in  these  occupations  has  prob- 
ably been  considerably  improved  by  the  act."  «    On  the 

>  Aves,  Report  to  the  SecieUry  of  State  for  the  Home  Department  on  the  Wages 
Boards  and  Conciliation  and  Arbitration  Acts  of  Australia  and  New  Zealand  (London, 
1908).  pp.  71-77. 

*  Schachner,  Die  Sosiale  Frage  in  Australien  und  Neuseelaad  (Jena,  1911),  p.  244. 

•  Glaric  Labor  Conditions  in  Australia,  Bulletin  of  United  SUtes  Bureau  of  Labor, 
no.  56  (January.  1905).  pp.  71-72. 
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other  hand,  another  American  mvestigator,  Mr.  Harris 
Weinstock,  who  visited  Victoria  in  1909,  in  his  report  to 
the  Governor  of  California  says:  '^  The  consensus  of 
opinion  of  all  interested  parties  is  that  wages  boards 
have  so  largely  minimized  sweating  that  it  is  no  longer 
an  evil  in  Victoria,  where  the  *  sweater '  has  become  a 
somewhat  rare  species."  * 

The  reports  of  the  chief  factory  inspectors  in  the 
Australian  states  would  certainly  lead  us  to  beUeve  that 
sweating  had  been  reduced  to  a  minimum,  if  not  en- 
tirely eliminated. 

Mr.  Harrison  Ord,  the  Chief  Inspector  for  Victoria, 
after  reporting  progress  in  this  direction  for  several 
years,  was  able  to  nmke  the  following  statement  for  the 
(men's)  clothing  trade  as  early  as  1900: 

I  venture  to  affirm  that  there  ia  now  no  sweating  in  the  dothing 
trade  in  the  State  of  Victoria.  ...  In  the  short  space  of  three 
years  the  whole  circumstances  of  the  trade  have  been  changed.  No 
complaints  are  now  heard  of  gross  sweating,  or  of  clothes  made  in 
miserable  homes  for  a  more  miserable  wage.  Many  of  the  difficul- 
ties to  which  I  referred  in  my  report  of  1898  have  disappeared.  The 
Department  has  little  trouble  in  enforcing  the  Determination  of  the 
Board.  The  average  wage  paid  will  show  that  the  majority  of 
the  men  and  women  employed  receive  more  than  the  miniTwiini 
wage.* 

In  the  following  year  (1901)  Miss  Mead,  one  of  Mr. 
Qrd's  inspectors,  had  this  to  say  concerning  the  mider- 
clothing  trade: 

No  change  has  been  made  in  the  Determination.  Manufacturers 
continue  to  fix  their  own  piece  rates  based  on  4d.  (8  cents)  per  hour 
for  an  average  worker.  I  find  that  the  work  is  most  carefully  timed 
and  paid  for  acoordin^y.  .  .  .  Many  of  the  notorious  "  sweaters  " 
have  settled  down  to  fair  prices,  a  few  who  at  one  time  gave  out 
work  now  make  it  up  themselves  instead  of  sub-letting  it,  while 

'  1  Weinstook,  Speeial  Labor  Report  on  Remedies  for  Strikes  Mid  Loekoute  (Saersr 
mento,  1910).  p.  72. 

*  Report  of  the  Chief  Incpector  of  Factories  for  1900,  p.  17. 
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others  have  disappeared  entirdy  from  the  trade.     Complamts  re 
sweating  are  conspicuous  by  thdr  absence.^ 

This  testimony  of  the  inspectors  in  regard  to  the 
above  branches  of  the  clothing  trades  is  fully  confirmed 
by  the  reports  of  other  investigators  in  r^ard  to  the 
same  and  other  trades.  Thus^  the  Reix>rt  of  the  Royal 
Commission  of  1902-03,  an  unusually  sober  document, 
by  no  means  free  from  criticism  of  the  wages  boards, 
said  with  reference  to  the  clothing  trade: 

To  sum  up  the  evidence  in  this  trade,  sweating  in  its  worst  form, 
which  brought  misery  into  so  many  homes,  has  fJmoet  disappeared, 
and  if  undercutting,  and  the  payment  of  unduly  low  wages  still 
exists,  it  is  chiefly  in  the  case  of  a  few  outworkers  who  act  in  col- 
lusion with  their  employers.' 

The  same  report  said  of  the  underclothing  trade: 

Workers  themselves  admit  that  there  is  a  great  improvement  in 
their  earnings.  Such  of  the  old  sweaters  as  stiU  remain  in  business 
have  settled  down  to  the  payment  of  fair  wages  while  others  have 
disappeared  from  the  trade.* 

Of  the  shirt-making  trade  it  was  said  that,  — 

It  will  be  admitted  as  a  fact  beyond  dispute  that  in  this  trade  the 
factory  law  has  broken  down  a  hideous  form  of  sweating,  and  pro- 
tected in  no  small  degree  an  industrious  and  deserving  class  of 
women.^ 

Evidence  furnished  by  later  investigators  offers  no 
contradiction  to  these  early  optimistic  reports  as  to  the 
success  of  the  boards  in  preventing  sweating.  When  I 
was  in  Victoria  in  1912,  not  only  the  factory  inspectors 
but  the  men  who  had  been  most  deeply  concerned  in  the 
movement  to  prevent  sweating,  Mr.  Samuel  Mauger, 
Secretary  of  the  Anti-Sweating  League,  Dr.  Charles 

>  B«portolChieflM|Metorforl901,p.39. 

*  R«port  of  tbe  Royal  Commiaaion  appotnted  to  Inveaticate  and  Report  on  the 
Operation  ol  the  Factories  and  Shope  Law  of  Viotoiia,  p.  xli. 

•  n)id..  p.  lUU.  «  n>id..  p.  zUi. 
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Strong,  one  of  its  early  presidents  and  promoters,  Mr. 
Alfred  Deakin,  Rev.  A.  R.  Edgar  and  Sir  Alexander 
Peacock  were  unanimous  in  the  opinion  that  sweating 
no  longer  existed  in  Melbourne  and  its  suburbs,  imless 
perhaps  in  isolated  instances  in  industries  not  yet 
broui^t  under  the  influence  of  a  wages  board's  deter- 
mination. The  Anti-Sweating  League  still  maintained 
an  existence  not  only  to  exercise  a  watchful  eye  over 
the  administration  of  the  Factories  Act  but  also  to 
bring  to  the  attention  of  Parliament  the  needs  of  new 
boards  in  industries  where  wages  seemed  to  be  unduly 
low.  Trade-union  secretaries  when  asked  whether  they 
considered  that "  sweating  "  had  been  eliminated  by  the 
wages  boards  usually  replied  that  in  the  sense  in  which 
that  term  was  popularly  used  it  had  been,  but  that  in 
many  industries  wages  were  still  below  what  trade 
unionists  regarded  as  reasonable  rates  of  pay. 

In  other  wages  boards  states  than  Victoria,  while 
there  were  no  serious  complaints  in  regard  to  sweating, 
the  conditions  in  the  trades  in  which  sweating  is  most 
likely  to  occur  did  not  appear  on  the  whole  to  be  as 
favorable  for  the  workers  as  in  that  state.  In  South 
Australia  the  delay  in  securing  boards  or  in  securing  a 
revision  of  the  rates  fixed  by  the  first  boards  in  such 
trades  as  dress^making,  millinery,  shirt-making  and 
white  goods,  and  ready-made  clothing,  kept  the  wages 
in  these  trades  abnormally  low.  Especially  in  the  mil- 
linery business  was  the  situation  bad.  The  board  itself 
had  fixed  the  minimum  rates  "  for  females  of  the  age  of 
21  years  for  the  first,  second  and  third  years  respec- 
tively "  at  the  ridiculously  low  rates  of  5s.  6d.  (S1.33i) 
and  8s.  ($1.94)  a  week.  The  determination  was  re- 
ferred by  the  Minister  to  the  Court  of  Industrial  Appeals 
which  confirmed  it  as  issued  by  the  board.  ^'  Wages  in 
this  trade,"  said  Mr.  Bannigan,  the  Chief  Inspector, 
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''  are  the  poorest  of  all  callings,  the  highest  rate  fixed 
being  only  16s.  6d.  ($4)  per  week  which  is  out  of  all 
proportion  to  the  ruling  rates  in  other  classes  of 
trade."  * 

In  New  South  Wales  the  wages  in  most  trades,  es- 
pecially those  in  which  the  workers  are  well  organized, 
are  fully  as  high  as  in  Victoria,  but  the  trades  in  which 
women  are  largely  employed  do  not  appear  to  be  as 
much  under  the  influence  of  wages  board  determina- 
tions as  they  are  ia  Victoria.  I  was  surprised  to  find,  in 
several  instances  when  in  company  with  the  inspectors  I 
visited  factories  in  which  many  females  were  employed, 
that  for  these  workers  no  wages  boards  had  as  yet  been 
established. 

Closely  connected  with  the  problem  of  sweating  is 
that  of  home  work.  It  was  the  workers  in  their  own 
homes,  it  will  be  remembered,  who  were  the  chiief 
victims  of  the  sweaters  prior  to  the  passage  of  the  wages 
board  legislation.  It  was  the  hope  of  the  reformers 
that  legislation  would  force  these  workers  into  factories 
where  the  hours  of  work  and  sanitary  conditions  could 
be  more  easily  regulated.  That  the  number  of  home 
workers  did  as  a  result  of  the  determinations  rapidly 
decline  for  a  time  in  most  lines  of  industry  in  which  they 
were  employed  seems  indisputable.  This  in  some  in- 
stances seems  to  have  been  due  to  the  fact  that  the 
piece-work  rates  (by  which  alone  the  home  workers 
are  paid)  were  fixed  on  a  basis  higher  than  the  time 
rates  in  factories.  This  had  the  effect  of  causing  the 
manufacturers  to  employ  workers  in  factories  by  pref- 
erence.* Perhaps  fully  as  influential  as  the  change  in 
wages  in  bringing  about  this  result  was  the  change 

i  Report  of  Chief  Inspector  of  Faotoriee  in  South  Australia  for  1911,  p.  7. 

>  Reports  of  Chief  Inspector  of  Victoria,  1897.  pp.  (^7;  1898,  pp.  9,  20-21;  1809. 
pp.  15-16;  1903,  p.  26. 
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in  methods  of  production  whereby  the  work  of  man- 
ufacture was  subdivided  and  the  principle  of  team 
work  introduced.  This  necessitated  conducting  the 
work  in  factories  where  the  workers  carrying  on  the 
different  processes  of  production  could  maintain  an 
even  pace.  This  same  change  from  home  work  to 
factory  work,  as  is  well  known,  has  taken  place  in 
coimtries  like  our  own  where  no  wages  boards  have 
been  in  existence. 

Of  late  years  the  decline  in  the  number  of  registered 
home  workers  in  the  clothing  trades  of  Victoria  has  been 
checked  and  there  has  been  even  a  considerable  increase. 
Thus  in  1907,  the  Chief  Inspector  of  Factories  reported 
1,455  registered  home  workers,  all  but  24  of  whom  were 
employed  in  various  branches  of  the  clothing  trades,  and 
he  declared  this  to  be  '^  a  larger  number  than  has  been 
re^tered  for  some  years."  ^  The  only  explanation 
offered  for  the  increase  was  that  ''  more  work  is  being 
given  out  owing  to  the  difficulty  of  securing  enough 
workers  to  work  in  the  factories."  *  By  1911  the  num- 
ber of  registered  out-workers  had  increased  to  1,929,  but 
the  growth  in  numbers  was  explained  by  the  fact  that 
an  amendment  to  the  Factories  Act  forbade ''  the  giving 
out  from  any  factory  of  any  work  on  clothing  except  to  a 
registered  out-worker  "  and  this  increased  the  number 
of  registrations  and  gave  the  inspectors  a  more  complete 
oversight  of  the  out-workers.* 

The  number  of  home  workers  regularly  employed  at 
their  own  homes  in  New  South  Wales  was  730  in  1910, 
which  represented  an  increase  of  90  over  the  preceding 
year.*    They  were  nearly  all  found  in  Sydney,  and  were 

>  Report  of  the  Chief  IiMpector  for  1907,  p.  82. 

>  lUd. 

•  Report  of  the  Chief  loepeotor  for  1911,  p.  28. 

«  New  South  WaleeStatliticiJResiBter  for  1910.  P«fft  Tit  p.  908:  1909.  p.  587. 
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principally  females  employed  in  the  manufacture  of 
clothing  and  textile  fabrics. 

In  South  Australia  there  was  an  apparently  enormous 
decline  in  the  number  of  home  workers  from  1,075  in 
1907  to  only  20  in  1908.  But  the  explanation  for  this  is 
found  in  the  fact  that  after  1907  only  those  home 
workers  were  required  to  register  who  were  *'  engaged  in 
the  manufacture  of  articles  for  factories  or  shops  "  and 
this,  as  Mr.  Bannigan  said,  reduced  the  number  to 
"  almost  the  vanishing  point."  * 

In  Queensland  the  reduction  in  the  number  of  home 
workers  as  a  result  of  the  wages  boards'  determinations 
has  been  very  great.  The  Director  of  Labour  in  his 
report  for  1913  says  that  the  number  of  home  workers 
in  the  ready-made  clothing  trade  had  fallen  from  140  in 
1909,  the  year  before  the  award  was  made  by  the  board, 
to  20  in  1913.     He  explains  the  decline  as  follows: 

I  think  the  decrease  may  be  attributed  to  the  fact  that  the 
occupiers  find  it  entails  a  very  great  amount  of  work  keeping  tally 
of  the  parts  made  by  the  workers,  and  also  they  consider  the  piece- 
work rate  too  high  for  the  working  of  thdr  indoor  or  outside  workers. 
The  award  piece-work  rates  are  not  in  force  in  a  single  factory  in 
Brisbane;  all  are  on  weekly  wages.* 

But  while,  generally  speaking,  the  determinations  of 
the  wages  boards  seem  to  have  reduced,  for  a  time  at 
least,  the  number  of  home  workers  in  the  clothing  trades, 
the  determinations  in  certain  other  trades  had  the 
opposite  effect.  In  the  wicker  trade  of  Victoria,  for 
example,  a  wages  board  which  had  been  formed  in  1902 
made  a  determination  which  increased  the  average 
weekly  wage  from  £1,  2s.  lid.  ($5.67)  to  £1,  6s,  2d. 
($6.54).      There  was  keen  competition  in  this  trade 

1  Report  of  the  Chief  Inspector  of  Factories  in  South  Austnlia,  1907.  p.  2.   . 

*  Report  of  the  Director  of  Labour  and  Chief  Inspector  of  Factories  and  Shops  in 
Queensland  for  1913,  p.  24. 
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with  Sydney  manuf  actiirers  who  at  the  time  were  inde- 
pendent of  any  board  award.  The  result  was  that  the 
Melbourne  manuf  actiuers  reduced  the  number  of  hands 
in  their  factories  to  less  than  half  the  number  formerly 
employed  and  according  to  one  of  the  inspectors, 

The  result  has  been  that  all  those  who  have  been  thrown  out  of 
the  factories  have  started  on  their  own,  and  work  all  hours  with  the 
result  that  they  undersell  those  who  have  to  pay  wages  and  work 
limited  hours.^ 


2.   Wages  and  Working  Conditions 

It  is  not  possible  in  the  compass  of  a  single  paper  to 
show  by  means  of  statistics  what  effect  the  determina- 
tions of  wages  boards  have  had  upon  wages.  Indeed, 
so  numerous  are  the  trades  and  the  various  branches 
thereof,  so  variable  the  number  of  workers,  so  diverse 
the  modes  of  payment  and  so  importsmt  the  other  ele- 
ments entering  into  the  situation,  that  it  is  doubtful 
whether  even  a  complete  tabulation  of  the  changes  made 
in  the  wages  of  the  workers  by  the  wages  boards  would 
throw  any  considerable  Ught  on  the  question  as  to  what 
results  have  been  achieved  by  this  mode  of  wage 
regulation. 

The  Statistician  for  the  Commonwealth  of  Australia, 
Mr.  G.  H.  Knibbs,  a  careful  smd  scholarly  investigator, 
has  prepared  a  table  which  shows  the  variations  in  wage 
index-numbers  in  the  different  Australian  states  from 
1891  (before  there  was  any  wages  board  or  arbitration 
court  in  existence)  to  1012,  when  all  the  states  as  well  as 
the  Commonwealth  had  tribunals  for  the  regulation  of 
wages.  The  table  was  prepared  on  the  basis  of  average 
wages  in  1911,  the  number,  1,000  being  taken  as  the 
index-nimiber  for  that  year  in  all  the  states. 

>  Report  of  the  Chief  Ingpector  of  Factories  in  Victoria  for  1902,  p.  31. 
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Vabiations  in  Waob  Indbx-Numbebs  in  Diffebbnt  States, 
1^91  TO  1912^ 


(WacesinlQll  -1,000) 

Partkulan 

No.  of 
Oocupa- 

tiona 
iBoluded 

1891 

1896 

1901 

1906 

1907 

1906 

1909 

1910 

1911 

1912 

New  South  WalM... 
VietorU 

158 
160 
87 
134 
09 
64 

868 
801 
010 
801 
887 
939 

819 
768 
874 
803 
906 
864 

866 
806 
903 
809 
913 
899 

883 
819 
911 
821 
914 
937 

907 
870 
916 
847 
914 
906 

910 
884 
927 
867 
921 
906 

939 
900 
948 
893 
927 
916 

966 
938 
962 
939 
969 
966 

1,000 
1.000 
1.000 
1.000 
1.000 
1.000 

1.066 
1,064 

South  Australia 

WealeraAuatralia... 
TMRuinia 

1,013 
1.086 
1.034 
1.168 

CommonweaHh 

062 

848 

816 

848 

866 

893 

900 

923 

966 

1.000 

1.061 

The  table  shows  that  the  relative  increase  from  1891 
to  1011  was  greatest  in  Victoria  and  South  Australia 
(the  first  states  to  establish  wages  boards)  and  least  in 
Tasmania,  where  no  tribunal  for  the  regulation  of  wages 
existed  during  those  years.  But  between  1011  and 
1912  Tasmania  showed  the  most  remarkable  increase 
of  any  of  the  states,  an  increase  amounting  to  nearly  17 
per  cent.  "  This,"  says  Mr.  Knibbs,  "  is  no  doubt 
accounted  for  to  a  large  extent  by  the  fact  that  the 
wages  board  system  was  first  adopted  in  Tasmania  in 
that  year."  * 

Without  pretending  to  deny  the  accuracy  of  this  con- 
clusion as  to  the  effect  of  the  wages  board  system  in 
Tasmania,  it  may  be  well  to  point  out  that  this  table 
gives  evidence  in  itself  as  to  how  unsafe  is  the  propter 
hoc  ad  hoc  method  of  argument  in  such  cases. 

The  lowest  point  reached  in  the  wage  scale  in  nearly 
all  the  states,  as  here  shown,  was  in  the  year  1896. 
But  the  index  numbers  show  that  the  increase  of  wages 

1  From  Knibbs.  Beport  no.  2,  Labour  and  Industrial  Branoh  of  Commonwealth 
BuKau  of  Census  and  StotisUos  (Aprfl,  1913),  p.  26. 

>  Trade  Unionism.  Unemployment.  Wages.  Piiees  and  Cost  of  livinc  in  Australia. 
1891  to  1912.  Report  no.  2  of  Labour  and  Industrial  Branch  of  the  Commonwealth 
Bureau  of  Census  and  Statistics,  pp.  26-27  (Melbourne,  April,  1916). 
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in  Tasmania  between  1896  and  1901  or  between  1896 
and  1906  was  greater  than  in  any  other  state,  altho 
Tasmania  was  at  the  time  without  any  method  of  legal 
regulation  of  wages;  while  it  was  during  these  years 
that  the  machinery  for  regulating  wages  was  put  in 
operation  in  all  the  other  states,  with  the  exception  of 
Queensland. 

In  the  review  of  the  work  of  the  various  boards  which 
for  years  has  been  carried  in  the  annual  reports  of  the 
Chief  Inspector  of  Factories  in  Victoria,  the  attention  of 
the  reader  is  directed  to  the  average  weekly  wages  paid 
to  employees  in  the  trade  the  year  before  the  deter- 
mination came  into  force  and  then  to  the  average  weekly 
wage  paid  in  the  same  trade  the  year  in  which  the  report 
was  made. 

The  change  is  nearly  always  in  the  direction  of  an 
increase.  Aside,  however,  from  the  fact  that  changes  in 
the  proportion  of  skilled  and  unskilled  workers,  or  of 
men  and  women  employees,  or  of  adult  and  juvenile 
workers,  will  affect  the  average  wage  in  the  trade  with- 
out necessarily  affecting  the  wages  of  individual 
workers,  it  must  be  remembered  that  the  period  since 
1896,  when  the  Victorian  wages  board  legislation  was 
enacted,  has  been  a  period  of  rising  wages  and  prices  the 
world  over.  Therefore  without  any  legislation  the 
average  wages  in  these  Victorian  trades  might  naturally 
be  expected  to  have  risen.  Fiul^hennore,  the  wage 
statistics  for  the  trades  for  which  no  boards  were  pro- 
vided almost  universally  show  the  same  upward  move- 
ment of  wages.  The  question  therefore  becomes  one  of 
the  relative  rates  of  increase  in  the  regulated  and  unregu- 
lated trades. 

Mr.  Aves  in  his  report  ^  has  made  a  study  of  the  varia- 
tion in  wages  in  selected  board  trades  both  before  and 

I  op.  dt.,  pp.  2Sr9l, 
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after  the  determinations  came  into  force  and  has  also 
shown  the  variations  in  selected  non-board  trades.  He 
shows  that  for  male  employees  in  thirteen  board  trades 
the  advances  in  wages  previous  to  the  determinations 
amounted  in  the  aggregate  to  7.6  per  cent  on  the  com- 
bined average  rates  of  the  trades,  while  in  nineteen 
board  trades  after  the  determinations  came  into  force 
the  aggregate  advance  was  16.5  per  cent  on  the  com- 
bined average  rates,  and  in  twelve  non-board  trades  the 
aggregate  advance  was  11.6  per  cent  on  the  combined 
average  rates. 

For  female  workers  the  advance  of  wages  in  the  after- 
determination  period  in  six  trades  was  equal  to  10  per 
cent  on  the  combined  averages  and  in  twelve  non- 
board  trades  the  advance  was  equal  to  8.8  per  cent  on 
the  combined  averages.  Taken  in  connection  with 
other  wage  statistics  ^  these  figures  seem  to  show  in  a 
fairly  conclusive  manner  that  the  determinations  of  the 
wages  boards  have  been  a  contributing  influence  in  the 
wage  increases  which  have  taken  place. 

The  task  of  the  wages  board  is  of  course  not  to  estab- 
lish a  rate  for  all  workers  in  a  given  trade  or  to  concern 
itself  with  average  rates  in  that  trade,  but  to  establish 
the  minimum  wage  which  may  be  paid  to  the  workers 
generally  in  the  trade  for  which  the  board  is  appointed, 
or  various  minima  for  the  different  branches  of  the  trade 
or  for  different  groups  of  workers  classified  according  to 
sex,  age  and  experience.  It  has  seldom  happened  that  a 
wages  board  has  reduced  wages  either  for  the  trade 
generally  or  for  any  particular  branch  of  the  trade,  altho 
it  has  occasionally  happened  that  the  effect  of  a  board's 
determination  has  been  to  reduce  the  average  wages 
paid,  since  employers  after  the  determinations  were 
made  replaced  adult  male  workers  by  women  workers  or 

>  See  espeoiaUy  the  Avee  Report,  p.  43. 
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by  apprentices  or  by  so-called  "  improvers,"  that  is 
employees  who  have  not  yet  had  the  necessary  expe- 
rience to  enable  them  to  earn  the  wages  of  a  fully  ex- 
perienced worker. 

There  is  no  guidance  in  the  statutes  as  to  the  principle 
on  which  the  mimimum  wage  should  be  fixed.  The 
only  thing  of  this  sort  which  has  been  attempted  was  the 
amendment  to  the  Victorian  law  in  1902,  which  in- 
structed the  boards  to  ascertain  the  average  rate  or 
wage  "  paid  by  reputable  employers  to  employees  of 
average  capacity"  and  to  fix  the  minimum  wage  or 
rate  no  higher  than  such  average  rate.  The  same 
requirement  was^  copied  into  the  factories  acts  of  the 
other  states  having  the  wages  board  plan.  Inasmuch 
as  the  statutes  did  not  attempt  to  define  the  word 
''  reputable,"  it  cannot  be  said  that  Parliament  had 
done  much  in  the  way  of  furnishing  a  guiding  principle 
to  the  boards.  The  clause,  however,  proved  very 
embarrassing  to  the  boards  in  their  work.  It  meant  in 
practice  that  a  board  could  not  raise  the  rates  above 
the  current  rates  in  the  trade  without  putting  itself 
in  the  embarrassing  position  of  claiming  that  most 
employers  were  not  reputable.  Accordingly  in  all 
states  this  provision  of  the  law  was  repealed. 

In  the  absence  of  any  guiding  principle  the  boards 
have  been  free  to  act  according  to  whatever  principle 
they  saw  fit  to  adopt.  Generally  speaking  they  have 
not  consciously  followed  any  principle,  but  wages  have 
been  established  in  accordance  with  the  bargaining 
powers  of  the  respective  sides.  The  decisions  of  the 
arbitration  courts,  especially  those  of  the  Common- 
wealth Arbitration  Court,  in  which  Mr.  Justice  Higgins 
has  set  forth  so  clearly  the  principles  which  he  has 
followed  in  establishing  a  minimum  wage,  have  un- 
doubtedly exercised  considerable  influence  on  wages 
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board  determinations,  but  only  by  force  of  example 
and  not  because  of  any  legal  compulsion  to  follow  these 
precedents.  In  turn  it  may  be  said  that  the  judges  in 
the  arbitration  courts  have  frequently  been  influenced 
and  guided  by  the  determinations  of  the  wages  boards.^ 
Altho  originally  established  to  provide  a  minimum 
rate  of  wages  in  the  trades  in  which  wages  were  below 
the  sum  necessary  to  provide  a  decent  subsistence  for 
the  worker,  wages  boards  in  Australia  have  long  ceased 
to  be  guided  by  the  notion  of  a  subsistence  wage.  The 
workers  in  the  strongly  organized  trades  would  not 
consider  it  worth  their  while  to  struggle  to  secure  a 
minimum  wage  which  was  merely  a  subsistence  wage. 
The  wage  for  which  they  contend  is  the  standard  rate 
or  wage,  the  one  which  will  become  the  prevailing  rate 
or  wage  in  the  trade  in  question.  The  result  is  that 
minimum  rates  of  pay  are  established  in  the  same  way 
and  on  the  same  basis  as  they  are  established  imder 
voluntary  collective  bargaining  where  both  employers 
and  employees  are  well  organized.  Employers  who  at 
first  strenuously  objected  to  this  have  ceased  to  urge 
their  objections  and  now  recognize  that  so  long  as  their 
competitors  are  obliged  to  pay  the  same  wages  there  is 
little  reason  to  fear  the  standard  rates.  At  times  when 
they  have  had  reason  to  feel  that  the  rates  were  fixed  too 
high  by  the  board,  and  that  in  consequence  they  would 
be  unable  to  compete  with  outsiders,  the  employers 
have  appealed  to  the  Court  of  Industrial  Appeals  for  a 
reduction  of  the  rates  fixed  by  the  board.  Reductions 
have  been  made  by  the  Court  in  Victoria  in  the  follow- 
ing trades  or  occupations:  artificial  manure,  boiler- 
making,  bread,  builders'  laborers,  commercial  clerks, 
fell-mongers,  fuel  and  fodder,  and  ice.     In  one  or  two 

>  For  a  statement  of  the  principles  followed  by  the  arbitration  courts  in  fixing  wages, 
see  my  article  on  "  Judicial  Determination  of  the  Minimum  Wage  in  Australia  "  in 
American  Economic  Review,  June,  1913. 
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other  trades,  certain  employees  have  secured  from  the 
Court  an  advance  in  wages  over  those  allowed  by  the 
boards,  but  this  advance  has  been  due  to  a  readjust- 
ment of  the  board  rates  in  the  various  branches  of  the 
trade  rather  than  to  any  intentional  design  on  the  part 
of  the  Court  to  raise  wages  above  those  established  by 
the  board. 

Statements  are  frequently  made  that  any  system  of 
wage  regulation  through  wages  boards  or  compulsory 
arbitration  is  bound  to  exercise  a  leveling  effect  upon 
wages.  The  original  intent  of  the  law,  it  is  said,  was  to 
establish  a  minimum  wage  which  should  afford  a  decent 
subsistence  to  the  worker  but  which  should  by  no 
means  represent  the  maximum  wage  in  the  trade  or 
even  the  average  wage.  The  board,  however,  under 
the  strong  pressure  of  the  workers'  representatives  is  led 
to  fix  the  minimum  so  high  that,  it  is  claimed,  employers 
can  pay  it  only  by  bringing  down  the  wages  of  the  most 
competent  workers  to  the  rates  established  by  the  board 
for  the  less  competent.  In  other  words,  the  minimum 
wage  becomes  the  maximum,  and  it  is  held  that  there  is 
no  incentive  for  the  ambitious  worker  to  put  forth  his 
best  efforts.  That  this  is  one  of  the  results  of  wages 
board  determinations  is  an  opinion  which  has  been 
held  by  more  than  one  investigator  ^  and  it  is  even  now 
shared  by  many  men  in  Victoria,  not  only  by  employers 
but  by  men  prominent  in  public  life  like  Messrs.  Deakin, 
Peacock,  and  Watt,  who  have  been  and  are  still  friendly 
to  the  wages  board  plan. 

In  spite  of  this  strong  support  given  to  the  theory, 
it  appears  to  be  one  which  is  supported  by  a  priori  argu- 
ments rather  than  one  based  on  the  proof  of  actual 
experience.     No  doubt  boards  have  at  times  made  the 

1  Caark,  op.  dt.,  pp.  65-66.  Sohaohner,  op.  cit.,  pp.  246-247.  Report  of  the  Royal 
Oommifion  of  1902  in  l^ctoria,  pp.  zxxviii,  zlv,  zliz. 
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mistake  of  setting  the  minimnnn  rate  too  high,  —  a  rate 
at  which  it  was  profitable  to  employ  only  the  best 
employees.  Perhaps  at  other  times,  altho  the  minimum 
fixed  was  low,  some  employers  have  taken  advantage  of 
it  to  reduce  the  wages  of  their  workers.  But  in  a 
country  in  which  labor  is  as  scarce  as  it  is  in  most  trades 
in  Australia  this  has  not  been  the  usual  result  of  a  wages 
board  determination.  Several  times  in  talking  with 
employers  who  held  such  opinions  as  the  above,  I  have 
asked  them  whether  in  their  own  factories  the  majority 
of  the  employees  were  working  at  the  minimum  rates. 
Invariably  it  has  turned  out  to  be  the  case  that  few  if 
any  of  their  own  employees  were  working  at  rates  as 
low  as  the  minimum  established  by  the  boards.  Of 
course  in  those  trades  where  payment  by  the  piece  pre- 
vails, there  is  no  danger  of  equality  of  earnings.  But 
even  where  time  wages  are  the  rule,  there  is  no  good  and 
suj£cient  reason  why  the  regulation  of  wages  by  wages 
boards  should  cause  wages  to  seek  a  level. 

Employers  are  not  obliged  imder  minimum-wage 
laws  to  retain  in  their  employ  any  one  who  is  unable  to 
earn  the  minimum  fixed  by  the  board,  nor  do  they  as  a 
matter  of  fact  do  so.  On  the  other  hand,  there  is  no 
reason  why  men  whose  superior  ability  has  enabled  them 
prior  to  a  determination  to  earn  a  wage  in  excess  of  the 
minimum  fixed  by  the  board  should  allow  their  wages 
to  be  brought  down  to  the  legal  minimum  merely  be- 
cause their  employers  may  have  been  compelled  to 
raise  the  wages  of  those  employees  who  had  been  paid 
less  than  the  minimimi  established  by  the  board.  In 
the  highly  sweated  trades,  where  advantage  had  been 
taken  of  the  individual's  poverty  and  weakness,  the 
first  effect  of  the  determinations  was  undoubtedly  to 
raise  the  wages  of  most  of  the  employees.  In  this  way 
the  wages  may  be  said  to  have  been  "  leveled  up,"  i.  c. 
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the  gap  between  the  poorest-paid  and  the  best-paid 
workers  was  lessened. 

This  would  account  for  such  a  condition  as  was  de- 
scribed by  the  Royal  Commission  of  1902,  which  dis- 
covered that  "  there  are  clothing  factories  where  no 
woman  or  girl  receives  more  than  20s.  a  week  "  (the 
minimum  wage  fixed  by  the  board).*  Evidence  fur- 
nished to  the  Commission  showed  that  in  this  industry 
many  if  not  most  of  the  employees  had  been  receiving 
less  than  20s.  a  week  prior  to  the  determination.  There 
was  no  evidence  that  the  wages  of  the  more  competent 
workers  had  been  reduced,  but  employers  who  were 
obliged  to  pay  the  legal  minimum  to  all  their  hands 
introduced  the  task  system,  i.  e.,  they  required  a  certain 
minimum  output  in  return  for  the  20s.  wage.' 

The  testimony  of  the  factory  inspectors  and  the  wages 
statistics  collected  by  them  do  not  bear  out  the  conten- 
tion of  those  who  claim  that  the  wages  boards'  deter- 
minations tend  to  level  wages.  In  Victoria  the  late  Mr. 
Ord  said  in  1901 :  ''  The  special  board  system  has  now 
been  in  force  in  a  few  trades  since  1897  and  I  have  no 
hesitation  in  sajring  that  the  minimum  wage  is  never  the 
maximum  wage,"  and  he  quotes  both  the  minimum  and 
the  average  wages  in  several  of  the  board  trades  to 
confirm  his  statements.'  Mr.  Bannigan,  the  Chief 
Inspector  in  South  Australia,  said  with  reference  to  the 
first  determination  in  the  clothing  trade: 

So  far  I  have  not  heard  of  any  case  of  levelling  down  of  the 
higher  paid  workers  and  the  increased  wage  fixed  for  the  low^-paid 
hands  has  merely  resulted,  so  far  as  can  be  seen  at  present,  in  a 
demand  for  more  experienced  workers/ 

>  Report  of  Royal  Ctommiiwiion  of  1002,  p.  zzzviii. 

s  n>id.,  p.  zl. 

<  Report  of  the  Chief  Factoiy  Inepector  for  1901,  pp.  11-12. 

«  Report  of  the  Chief  Lupeetor  of  Factoriei  in  South  Australia  for  1005,  p.  2. 


Digitized  by  LjOOQ IC 


WAGES  BOARDS  FN  AUSTRALIA  681 

The  later  wage  statistics,  so  far  as  can  be  ascertained, 
tend  to  support  this  view  of  the  inspectors  that  wages 
are  not  brought  down  to  the  level  established  by  the 
board's  determinations.  Unfortunately,  the  method 
of  presenting  wage  statistics  in  Victoria  and  other 
Australian  states  is  not  one  which  brings  out  the  effect 
of  a  determination  as  it  would  be  brought  out  if  classi- 
fied weekly  wages  or  classified  weekly  earnings  were 
given.  The  annual  reports  of  the  inspectors'  office  in 
Victoria  show  in  one  set  of  tables  the  minimum  rates 
established  by  the  boards  in  the  various  trades  for  which 
wages  boards  have  been  provided.  In  another  table 
the  average  weekly  wage  for  the  trade  as  a  whole  is 
shown;  the  workers  being  classified  only  according  to 
sex  and  age.  In  most  of  the  trades,  however,  not  one 
minimum  wage  is  fixed  for  adults  but  several  minima 
according  to  occupation  or  the  nature  of  the  work. 
Comparisons  can  only  be  made,  therefore,  between 
minimum  wages  and  average  wages  and  then  only  in 
those  trades  in  which  the  adult  workers  are  unclassified 
and  one  minimum  wage  has  been  fixed  for  all  the  adult 
males  or  all  the  adult  fen^ales.  In  a  few  cases,  however, 
comparisons  may  be  made  in  this  way  for  trades  in 
which  a  considerable  number  of  workers  are  employed. 
In  the  following  table,  unless  otherwise  stated,  the  fig- 
ures refer  to  adult  male  workers. 

Those  who  have  been  led  to  believe  that  the  deter- 
minations of  wages  boards  tend  to  establish  one  level 
wage  for  all  workers  irrespective  of  their  abilities,  have 
apparently  been  influenced  by  the  fact  that  in  nearly 
every  industry  where  time  wages  prevail  the  great 
majority  of  the  workers  in  any  given  occupation  receive 
the  same  weekly  wages,  and  since  in  the  trades  governed 
by  the  special  boards  this  standard  wage  or  rate  of  pay 
is  generally  the  minimum  wage  fixed  by  the  board,  the 
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COMPABIBON  OF  THB  MlMIMUM  WaGSB  AND  1HX  AyXBAGB  WaGSB 
IN  CSBTAIN  TbADBB  IN  VlGTOBIA 


OocupAiion 


Dftteof 
Detonnlii' 


by  ^Deoial 
Bevd 


ATBrsM 

Waoelor 

1913 


No.  of 

WoimttS 

on  which 
A 


of 
Woik 


BUlpotten 

Boot  maikers 

Breod  carton 

Commeraial  daks 

Coopon 

Furniture  maker*  (male) 

(Female) 

Jam  trade  woricevi 

LiTety  ataUe  empiojreea. 

AGDinera  (female) 

Office  deanere  (male) . . . 

(Female) 

Paintere 

Underdothinc  wofkert 

(female) 


d.  m. 

18  10 

1  1 


8 
8 
4 

11  *12 
11  '12 
22  2  '13 
19  8  '12 
3  11  '13 
10  11  '13 
10  11  '13 
1  11  '12 

1  12  '10 


s.  d. 
51  0 
M  0 
48  0 
4S  0 

66  0 

67  0 
27  6 
48  0 
42  0 
26  0 
42  0 
22  6 
60  6 


$12.39 
18.12 
11.66 
11.66 
16.04 
13.86 

6.68 
11.66 
lOJil 

6.08 
10.21 

6.47 
14.60 


20  0   4.86 


s.  d. 
Q  9 


67  8 
62  1 


46  10 
32  1 
48  6 
24  5 
61  3 


$12.82 
13.86 
11.95 
15.19 
16.44 
15.00 

7.41 
12.83 
11.14 

7.82 
11.77 

5.93 
14.88 


24  1  5.85 


41 

2.723 

540 

1.476 

111 

960 

26 

196 

137 

456 

5 

25 

383 

951 


48 
48 
60 
48 
48 
48 
48 
48 
65 
48 
60 
90 
44 

48 


investigator  concludes  that  the  determination  is  respon- 
sible for  the  uniform  rate  of  payment.  What  he  fails  to 
notice  is  that  there  is  the  same  uniformity  in  trades  in 
which  there  are  no  wages  boards,  provided  the  wages 
are  paid  on  the  time  basis.  Employers  cannot  measure 
individual  variations  in  productivity  unless  they  are 
very  pronoimced,  or  unless  the  piece-rate  method  of 
payment  is  employed.  Accordingly  they  fix  a  certain 
wage  which  they  offer  to  men  whom  they  suppose  to 
possess  at  least  average  ability  and  which,  generally 
speaking,  these  men  accept.  This  condition  is  not 
peculiar  to  Australia.  It  is  fully  as  true  of  time  wages 
in  our  own  country,  and  the  larger  the  establishment 
the  more  uniform  are  the  wages  paid  to  the  workers  in 
any  given  class  or  occupation. 
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3.   The  Displacement  of  Labor 

The  most  serious  charge  brought  against  the  method 
of  regulating  wages  by  wages  boards  is  that  it  causes 
loss  of  employment  to  those  who  are  unable  to  earn  the 
minimum  wage.  It  seems  somewhat  inconsistent  for 
those  who  claim  that  wages  board  determinations  result 
in  a  leveling  of  wages  to  claim  also  that  they  cause  loss 
of  employment,  for  if  employers  reduce  the  wages  of  the 
more  competent  workers  in  order  to  pay  the  minimum  to 
those  less  competent,  it  is  clear  that  there  is  no  excuse 
for  dismissals. 

The  friends  of  the  wages  board  generally  admit  that 
one  of  the  effects  of  the  le^slation  has  been  a  certain 
displacement  of  labor.  In  the  case  of  piece-rate  workers 
it  is  said  that  this  need  not  be  the  result.  Even  tho  the 
rate  per  piece  be  increased  by  the  determination,  the 
old,  slow  or  physically  unfit  workers  may  continue  at 
work,  for  the  piece-work  rates  are  fixed  on  the  supposi- 
tion that  a  worker  of  average  ability  working  at  these 
rates  can  earn  the  minimum  wage  which  the  board  had 
agreed  to.  In  the  case  of  those  whose  pay  is  measured 
by  the  day  or  the  week,  however,  there  are  bound  to  be 
some  whose  services  are  not  worth  to  the  employer  even 
that  wage  which  a  special  board  might  decide  to  be 
necessary  to  maintain  a  decent  subsistence. 

The  point  at  which  a  man's  inability  to  produce 
enough  to  make  it  worth  while  for  his  employer  to  con- 
tinue him  in  his  service  is  one  which,  of  course,  is  reached 
sooner  or  later  by  nearly  every  worker  who  engages  in 
manual  labor,  and  the  ''  dead  line  "  in  industry  is  one 
which  is  faced  by  wage-earners  in  every  land.  The 
most  that  can  be  said  against  a  minimum-wage  law  in 
this  respect  is  that  it  is  likely  to  bring  the  old  and 
naturally  slow  worker  face  to  face  with  the  situation 
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resulting  from  his  loss  of  earning  power  sooner  than 
might  otherwise  be  the  case.  The  character  and  posi- 
tion of  such  a  man  is  well  described  by  Mr.  Bannigan, 
the  Chief  Factory  Inspector  of  South  Australia,  in  his 
annual  report  for  1908.* 

The  first  sign  of  decreasmg  usefulness  in  the  male  worker  gener- 
ally occurs  at  about  the  age  of  fifty,  when  the  sight  begins  to  get 
troublesome  for  indoor  work,  and  thereafter  he  finds  it  difficult  to 
keep  pace  with  the  bustle  of  factory  life  and  gradually  drifts  out  of 
it  to  give  place  to  younger  and  more  active  men. 

The  Factories  Act  of  1896  in  Victoria,  which  provided 
for  the  first  wages  board;  made  no  provision  for  the 
workers  who  were  imable  to  earn  the  minimiun  wages 
fixed  by  the  several  boards.  Whether  the  f ramers  of  the 
act  failed  to  see  that  a  displacement  of  some  of  the 
workers  would  be  one  of  the  results  of  the  establishment 
of  the  minimum  wage,  or  whether  they  believed  that  the 
advantages  of  having  the  great  mass  of  the  workers  paid 
living  wages  would  outweigh  the  disadvantages  of  hav- 
ing a  certain  number  of  inefiicient  workers  lose  employ- 
ment and  be  cared  for  by  their  friends  or  by  the  state, 
does  not  appear  from  the  debates.  It  has  been  said 
that  the  friends  of  the  wages  boards  thought  that  old 
age  pensions  would  cure  the  evil,  but  it  is  more  likely 
that  this  was  an  after-thought  rather  than  a  deliberate 
purpose.  The  Victorian  old  age  pension  law  was  not  in 
operation  until  1901,  nor  was  there  any  old  age  pension 
law  on  the  statute  books  of  any  Australian  state  at  the 
time  the  Factories  Act  of  1896  was  passed. 

Whatever  may  have  been  the  thought  or  intentions  of 
those  who  framed  the  law,  those  who  were  called  upon  to 
administer  it  were  confronted  with  the  fact  of  diq)lace- 
ment  as  soon  as  the  determinations  had  been  made  and 
had  gone  into  effect,  and  the  question  arose  as  to  how 

» p.  1. 
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the  interests  of  the  old,  infirm  and  slow  workers  were  to 
be  protected. 

The  difficulties  during  the  early  years  seem  to  have 
been  largely  in  the  clothing  and  the  boot  trades.  In  the 
latter  trade  the  position  of  the  slow  workers  was  made 
more  difficult  by  the  fact  that  the  introduction  of  ma- 
chinery was  itself  tending  to  displace  labor.^  The 
Royal  Commission  of  1902-03  reported  that 

When  the  minimum  wage  was  enforced  in  1898,  one  of  the  largest 
employers,  with  a  staff  of  280,  stated  he  had  dispensed  with  60  to 
70  hands;  another  with  a  staff  of  200  had  dismissed  20,  while  a 
third  who  gave  work  to  160  persons  expressed  the  opinion  that  one 
out  of  every  eight  adult  nudes  in  the  trade  had  lost  their  (sic) 
employment  and  had  never  regained  it.< 

Mr.  Ord  attributed  the  difficulties  in  both  the  boot  and 
clothing  trades  to  the  fact  that  the  piece-work  rates 
were  fixed  too  high  and  were  not  based  strictly  on  the 
minimum  wage.  In  the  absence  of  any  statutory 
authority  he  refrained  from  prosecutions  when  old  and 
infirm  workers  were  employed  at  lower  wages  than  those 
fixed  by  the  boards  and  he  even  granted  permits  to  these 
old  and  infirm  workers  to  continue  at  work  at  rates 
which  were  specified  in  the  permits.  He  did  not  feel  at 
liberty^  however,  to  assume  the  Responsibility  of  dealing 
in  the  same  way  with  the  workers  who  were  naturally 
slow.  In  spite  of  the  admitted  defects  of  the  law  and 
the  suffering  caused,  the  Chief  Inspector  did  not  think 
that  the  interest  of  the  old  and  slow  workers  should  be 
allowed  to  break  down  the  law.     He  said: 

It  has  been  my  duty  to  listen  during  the  past  year  to  many  of 
the  histories  of  the  old  and  slow  workers.  No  duty  I  have  ever  had 
to  perform  has  been  so  painful  to  me  and  no  one  feels  more  than 
I  do  that  some  providon  should  be  made  for  such  workers.    At  the 

>  Report  of  Ixiq>ectorHaU  in  Report  of  Chief  Factory  Inipeotor  of  ViotorU 
P.». 

>  Report  of  the  Royal  Commiaeion  in  Victoria,  1902-03,  p.  zzzvi. 
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same  time,  it  is  not  desirable  that  they  should  be  made  use  (A  for 
attacking  the  minimum  wage  if ,  as  in  the  case  of  the  Boot  Board, 
the  evidence  is  against  their  bdng  employed  whether  there  is  a 
minimum  wage  or  not,  owing  to  there  being  a  larger  number  of 
young  men  available  than  are  required  for  the  trade.^ 

In  neither  the  bread  trade  nor  in  the  shirt  trade, 
where  the  piece  rates  had  been  based  on  the  minimnTn 
wage,  were  there  any  difficulties  at  this  time  with  the 
old,  slow  or  infirm  workers,*  but  in  the  furniture  trade 
there  was  the  same  difficulty  as  in  the  boot  trade  and  for 
the  same  reasons.' 

The  Act  of  1900  granting  to  the  Chief  Inspector  the 
power  to  issue  a  license  to  aged  or  infirm  persons  to 
work  at  less  than  the  minimum  rate  but  at  not  less  than 
the  rate  named  in  the  license  solved  the  problem  for  the 
old  and  infirm  workers  (but  not  for  the  slow  ones)  in  a 
manner  which  to  Mr.  Ord  seemed  quite  satisfactory. 
He  issued  sixty  of  these  permits  between  May  1st  and 
December  31st,  1900,  and  reported  that  the  majority  of 
the  permit  workers  themselves  received  the  licenses  in 
the  most  friendly  manner  and  apparently  without  any 
feeling  of  humiliation.  Some  employers  sought  to  take 
advantage  of  the  system  by  sending  their  employees  to 
get  permits  at  rates  at  which  the  employees  themselves 
refused  to  work  and  which  the  Chief  Inspector  would 
not  countenance.  The  men  nevertheless  were  able  to 
secure  work  at  the  rates  named  in  the  permits.^  This 
effort  to  take  advantage  of  the  permit  system  by  em- 
ployers appears  in  other  trades  *  and  in  the  reports 
from  other  states.* 

In  1901  Mr.  Ord  again  referred  to  the  permit  workers 
in  these  terms: 

>  Report  for  1896,  pp.  12-13.  «  Report  for  1900,  p.  13. 

>  Ibid.,  pp.  6.  15.  •  Report  for  1904,  pp.  20-23. 

•  Ibid.,  p.  17. 

•  Report  of  Chief  Inepeotor  in  South  Au«trmlia  for  1908,  p.  4;  Tasmania,  for  1911- 
12,  pp.  18.  24. 
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It  18  frequently  still  stated  at  public  meetings  that  the  board 
system  prevents  old  and  infirm  men  from  obtaining  work.  I  have 
never  heard  of  such  a  case  and  probably  I  see  more  of  such  workers 
than  any  one  in  the  state.^ 

Again  in  his  Report  for  1902  *  he  states  that  he  had 
granted  during  the  year  227  licenses  in  the  29  board 
trades  in  which  there  were  about  30,000  workers  whose 
miniinuTn  wages  had  been  fixed  by  the  detemunations, 
and  there  was  ''  not  the  slightest  foundation  "  for  the 
statement  that  the  special  board  system  was  hard  on 
the  old  and  infirm  workers.     On  the  contrary,  he  said : 

I  have  reason  to  believe  that  these  workers  obtain  better  wages 
than  they  would  if  the  rates  of  pay  were  not  fixed  by  Special  Boards, 
and  that  they  have  less  difficulty  in  obtaining  employment  than  old 
and  infirm  workers  in  trades  not  under  the  board  system. 

Once  more,  in  1905,  Mr.  Ord  referred  to  the  "  vague 
impression  "  among  business  men  in  Melbourne  that  the 
fixing  of  wages  by  special  boards  was  injurious  to  the 
old,  slow  and  infirm  workier  and  he  said: 

I  desire  to  again  state  that  I  do  not  believe  there  is  a  mn^e  case  of 
such  a  kind,  and  if  any  one  knows  of  any  such  worker  bdng  injured 
I  will  undertake  to  at  once  remove  all  cause  of  complaint  if  the  name 
and  address  of  the  person  is  forwarded  to  this  office.* 

The  officials  now  in  charge  of  the  factory  inspectors' 
office  in  Melbourne  express  in  more  moderate  language 
the  same  opinion  held  by  Mr.  Ord,  namely,  that  the 
extent  of  the  displacement  of  the  old  and  slow  workers 
by  the  miTiiiminn  wage  is  not  great.  Mr.  H.  M.  Murphy, 
Mr.  Ord's  successor  as  Chief  Inspector,  has  recently 
written  to  the  New  York  Factory  Investigating  Com- 
mission, in  reply  to  a  question  asked,  as  follows: 

Legislation  which  fibces  a  standard  wage  undoubtedly  has  the 
effect  of  displacing  the  unfit.  Our  experience,  however,  shows  that 
this  dislocation  is  not  serious,  and  that  as  a  rule  thing?  regulate 

>  Report  for  1001,  p.  12.  >  P.  18.  •  Report  for  1005,  p.  8. 
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themadves  fairly  satisfactorily.  It  is  true,  however,  that  in  Victoria 
for  some  years  there  has  been  a  shortage  of  labor,  and  this  fact 
probably  has  a  good  deal  of  bearing  on  this  point.  I  do  not  think 
there  is  any  evidence  that  philanthropic  agencies  have  ever  been 
called  upon  to  increase  thdr  work  through  minimum  wage  legis- 
lation;^ 

Mr.  M.  H.  Stevens,  the  Assistant  Factory  Inspector, 
who  had  charge  of  the  granting  of  licenses  at  the  time  I 
visited  Melbourne,  believed  that  the  permit  system 
was  working  satisfactorily,  and  he  felt  sure  that  if  there 
were  any  considerable  number  of  workers  who  were  un- 
willing to  apply  for  licenses  and  were,  nevertheless, 
being  forced  to  yield  their  places  in  industry  to  the 
younger  and  more  active  workers,  it  would  have  been 
brought  forcibly  to  public  attention. 

There  is  no  reason  whatever  to  doubt  the  honesty  of 
the  opinions  held  by  the  factory  inspectors  and  there  is 
much  to  be  said  in  favor  of  their  views  that  if  dismissals 
of  employees  because  of  age,  infirmity  or  natural  slow- 
ness were  frequent,  more  attention  would  be  focused  on 
this  part  of  the  Factories  Act.  Yet  the  argument  is 
one  which  is  not  entirely  convincing.  The  reports 
made  by  all  investigating  commissions  in  Australia* 
and  the  opinions  of  nearly  all  impartial  investigators 
from  outside  Australia  are  to  the  effect  that  the  fixing 
of  a  legal  minimum  wage  does  result  in  an  earlier  dis- 
placement of  the  old,  infirm  and  slow  workers  than 
would  take  place  without  the  law.  Thus,  Mr.  Harris 
Weinstock,  who  is  unusually  enthusiastic  over  the 
success  of  the  wages  board  legislation  admits  that 

The  S3rstem  is  hardest  upon  the  slow  or  inefficient  worker  who 
cannot  make  himself  worth  the  minimutn  wage  fixed  by  the  wages 

>  Report  of  Irene  Osgood  Andrews  to  New  York  State  Factory  Inyestigatinc  Com- 
mission (1014).  p.  63. 

s  Report  of  Royal  Comnussion  (Judge  Backhouse)  of  New  South  Wales  in  1901.  p. 
20.  Report  of  Royal  Commission  of  10a^-a3  in  Viotoria,  Report  of  Select  Committee 
of  LegislatiTe  Council  of  South  Austndia,  1904. 
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board.  ...  In  good  times  the  slow  worker  is  the  last  to  be  put 
on,  and  in  bad  times  he  is  the  first  to  be  sent  off.  This,  as  a  rule, 
will  be  his  experience  in  most  every  country  and  under  most  aU 
industrial  conditions,  but  since  he  cannot  make  his  own  bargains 
here,  it  works  out  still  harder  for  hun  under  a  wages  board  law.^ 

Moreover,  nearly  all  the  manufacturers  interviewed 
(and  they  were  by  no  means  mifriendly  to  the  law) 
expressed  the  opinion  that  old  and  slow  workers  found 
it  difficult  to  obtain  employment  in  ordinary  times  in  a 
trade  subject  to  a  minimum  wage  law  and  that  the  per- 
mit system  had  by  no  means  remedied  the  situation. 
Indeed;  in  some  respects  it  was  said  the  existence  of  the 
permit  makes  the  situation  more  difficult  since  it  is  a 
direct  proof  of  the  holder's  inefficiency.  The  most 
capable  manufacturers,  those  who  sought  to  attract 
to  their  shops  the  best  workers,  said  that  they  did  not 
want  the  permit  workers  at  any  rate  of  pay.  While 
the  majority  of  them  held  that  for  humanitarian  reasons 
they  would  not  dismiss  men  who  had  been  in  their 
employ  for  some  time  and  whose  efficiency  had  begun  to 
decline,  they  admitted  that  they  would  not'ofifer  em- 
ployment to  a  permit  worker  seeking  work.  It  is  also 
the  feeling  of  many  manufacturers  that  many  workers 
who  are  unable  longer  to  earn  the  minimum  wage  at 
their  trade  shrink  from  such  an  acknowledgment  of  this 
fact  as  the  application  for  a  permit  to  work  at  a  lower 
rate  carries  with  it,  and  they  drift  out  of  the  trade 
altogether,  to  add  to  the  number  of  unskilled  workers  or 
to  endeavor  to  carry  on  work  in  their  own  homes. 

Statistics  in  none  of  the  Australian  states  show  the 
number  of  licensed  workers  who  are  at  work  in  the 
various  trades  in  which  wages  boards  are  in  force. 
"  Slow  "  workers  were  added  to  the  list  for  whom  the 
Chief  Factory  Inspector  might  in  his  discretion  issue  a 

>  Weinstock,  op.  oit.,  p.  66;  see  also  Aves,  op.  dt.,  pp.  62-66;  Scbaohner,  op.  dt., 
pp.  24S-249,  and  Clark,  The  Labour  Movement  in  Australasia,  p.  231. 
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permit  to  work  at  a  rate  lower  than  the  legally  estab- 
lished miniimim  by  the  Victorian  Parliament  in  1903, 
and  this  i^  now  the  rule  in  all  the  states.  According  to 
a  report  made  to  Mr.  Aves  in  1907,  the  Chief  Inspector 
in  Victoria  had  issued  487  licenses  which  were  then  in 
force.  This  number  was  less  than  one  per  cent  of  the 
total  number  of  employees  in  the  39  regulated  trades.^ 
In  South  Australia  in  1912  there  were  only  95  licenses  in 
the  57  trades  under  wages  boards.*  It  is  not  claimed 
that  these  represent  all  persons  in  the  regulated  trades 
who  are  working  at  less  than  the  minimum  rates  fixed  by 
the  determinations. 

It  must  not  be  thought  that  the  fact  that  the  wages 
board  determinations  result  in  forcing  out  of  employ- 
ment a  certain  number  of  men  and  women  who  mi^t 
otherwise  continue  for  a  time  as  wage-earners  is  to  be 
viewed  as  a  condemnation  of  the  legal  minimum  wage. 
As  already  explained,  the  minimum  wage  merely  hastens 
the  operation  of  a  force  already  in  existence,  which 
would  sooner  or  later  have  compelled  the  same  workers 
to  yield  their  positions.  The  displacement  of  these 
workers  means  the  employment  of  other  and  more 
active  workers  whose  productive  efficiency  is  greater. 
The  d&placement  of  the  old  and  slow  means  that  their 
necessities  can  no  longer  be  taken  advantage  of  to  keep 
down  the  wages  of  the  more  efficient.  Of  course  the 
responsibility  of  the  community  for  these  displaced 
workers  is  thereby  increased,  and  this  responsibility 
must  be  met  by  old  age  pensions,  unemployment  in- 
surance and  other  means.  But  Mr.  Mauger,  the 
Secretary  of  the  Anti-Sweating  League,  is  doubtless 
right  in  his  contention  that  there  is  a  point  beyond 
which  the  interests  of  the  old  and  slow  workers  should 

1  Aves  Report,  pp.  62-63. 

s  Report  of  Chief  Inspector  for  1912. 
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not  be  considered  by  the  boards  when  they  come  to  fix 
the  minunum  wage. 

From  the  standpoint  of  organized  labor  the  use  of  the 
permit  qrstem  is  subject  to  a  dangerous  abuse.  Trade- 
union  secretaries  seldom  object  to  the  granting  of  per- 
mits to  those  workers  in  the  trade  who  are  known  to  be 
old  and  infirm,  but  they  look  with  suspicion  on  the  claim 
of  employers  that  a  man  because  he  is  naturally  slow 
cannot  earn  the  minimum  wage.  It  is  pointed  out  that 
the  slowness  may  be  due  to  unusual  care  in  production 
which  improves  the  quality  of  the  work.  Besides  the 
answer  to  the  question  as  to  whether  or  not  a  man  is 
slow  is  largely  a  matter  of  individual  judgment.^  Gen- 
erally speaking,  however,  there  has  been  comparatively 
little  criticism  of  the  work  of  the  inspectors  in  granting 
licenses. 

The  displacement  of  the  old  and  slow  workers  is  not 
the  only  displacement  of  labor  which  has  been  charged 
up  to  the  wages  boards.  We  have  already  seen  that 
some  of  the  early  determinations  caused  a  displacement 
of  the  home  workers,  but  this  was  generally  regarded  as 
an  advantage  to  the  community,  especially  where  those 
displaced  had  been  working  only  for  pocket  money. 

Of  more  significance  is  the  (Usplacement  of  men  by 
women  as  shown  by  the  condition  in  the  clothing  trade, 
where  in  1896  in  Victoria  33.7  per  cent  of  the  employees 
were  women  or  girls,  while  in  1906  they  made  up 
40  per  cent  and  in  1913,  80.6  per  cent  of  the  total  mmi- 
ber  in  the  industry.  Probably  other  changes  than  the 
fixing  of  minimum  wages  were  at  work  to  bring  about 
this  result,  but  the  Chief  Inspector  says  that  the  great 
increase  in  juvenile  female  labor  has  tended  to  keep 
down  the  average  wages,'  and  when  one  observes  that 

1  Sefaachner,  op.  dt..  pp.  248-349. 

>  Report  of  Chief  Inspector  for  1908.  p.  28. 
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in  1913  the  average  wage  for  all  males  in  the  trade  was 
47s.  Id.  ($11.44),  while  for  all  females  it  was  22s.  2d. 
($5.38),  it  is  easy  to  see  what  the  tendency  in  the  trade 
would  be. 

The  displacement  of  men  by  women  is  not,  however, 
the  usual  thing.  Displacement  of  women  by  men  is 
more  likely  to  be  the  result  of  determinations  which 
aim  at  the  establishment  of  standard  rates  and  which 
imder  the  pretense  of  equity  fix  the  same  rates  for 
women  as  for  men.  One  of  the  inspectors  in  Victoria  in 
1903  reported  that  the  effect  of  the  board's  determina- 
tion in  the  leather  goods'  trade,  which  established  the 
same  rate  for  hand  sewing  (45s.  [$10.93])  for  women  as 
for  men,  was  likely  to  cause  the  women  who  for  years 
had  been  doing  a  portion  of  this  work  to  lose  their 
employment.^  Apparently  in  this  case  the  board  itself 
altered  the  rate  for  women,  for  the  highest  minimum 
rate  for  any  class  of  female  workers  is  now  only  258. 
($6.06),  while  for  men  it  is  more  than  double  that 
amount,  —  55s.  ($13.36).* 

A  notable  example  of  a  direct  effort  to  exclude  women 
from  a  given  occupation  is  furnished  in  the  boot  trade. 
The  work  of  skiving  the  leather  uppers  had  been  done  by 
women  on  the  Amazeen  machine;  that  for  soles  on  the 
Scott  machine  run  by  men.  A  machine  called  the 
Fortuna  was  introduced  which  could  do  the  skiving  for 
both  uppers  and  soles.  The  work  on  this  machine 
could  be  done  by  women  and  required  very  little  mus- 
cular power.  The  representatives  of  the  men  on  the 
Boot  Board  in  Victoria  argued  that  the  rates  should  be 
fixed  the  same  for  women  as  for  men  but  to  this  the 
chairman  could  not  consent.  However,  some  of  the 
large  employers  came  to  the  conclusion  that  it  would  be 

>  Report  of  Chief  InqMotor  for  1003.  p.  20. 
*  Report  for  1913,  pp.  95-96. 
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to  their  interest  to  have  men  do  this  work  and  they 
accordingly  brought  pressure  on  their  own  representa- 
tiveSy  with  the  result  that  some  of  them  went  over  to 
the  side  of  the  men  and  voted  to  establish  equal  rates 
for  men  and  women  for  operating  this  machine.  A 
New  South  Wales  Board  was  asked  by  the  workers  to 
make  the  same  award  but  refused  to  do  so  and  when  the 
case  was  appealed  to  the  Arbitration  Court,  Mr.  Justice 
Heydon  held  that  this  "  was  a  claim  by  the  men,  for 
the  men,  that  a  wage  should  be  imposed  upon  the 
women  that  would  shut  them  out,  and  the  women  were 
not  heard  upon  it."     He  would  not  agree  to  this.^ 

A  more  recent  attempt  to  exclude  the  women  was 
shown  in  connection  with  the  first  determination  made 
by  the  Commercial  Clerks'  Board.  Equal  wages  (48s. 
[$11.66]  per  week)  were  fixed  for  men  and  women  by  the 
board,  but  the  women  clerks,  who  had  but  one  repre* 
sentative  on  the  board,  took  an  appeal  to  the  Court  of 
Industrial  Appeals  on  the  ground  that  equality  of 
wages  would  drive  them  out  of  employment.  The 
Court  upheld  their  appeal  and  reduced  the  minimum 
wage  for  female  cashiers  in  shops  to  28s.  ($6.79)  per 
week  and  for  all  others  to  32s.  ($7.76),  while  the  mini- 
miun  wage  for  men  was  left  at  48s.^ 

In  some  trades  the  effect  of  the  establishment  of  a 
minimum  wage  for  adults  has  been  to  increase  the 
number  of  juvenile  workers  in  the  trade.  This  appears 
to  have  been  the  case  in  the  imderclothing  trade  in 
Victoria  from  the  time  of  the  first  determination.'  The 
removal  of  the  restriction  on  the  munber  of  apprentices 
in  1903  greatly  increased  the  tendency  to  employ 
juvenile  labor,  and  both  the  number  and  percentage  of 

1  New  South  Wa]M  Indastrial  AibHrfttion  Baporta,  1011,  p.  589. 
s  Report  of  Chief  loipeotor  for  1018,  pp.  60-01.     See  ako  Piddincton  Report,  p. 
nztt. 

•  Report  of  the  Chief  Inepeotor  for  1809.  pp.  12-18. 
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apprentices  showed  a  great  increase  in  several  trades^ 
during  the  years  that  this  liniitation  on  the  power  of  the 
boards  to  fix  the  number  and  proportion  of  apprentices 
continued. 

Still  another  and  very  troublesome  form  of  displace- 
ment of  labor  for  which  the  wages  boards  seem  partially 
responsible  is  the  substitution  of  Chinese  workmen  in 
the  furniture  trade  for  Europeans.  The  impopularity 
of  the  Chinese  and  the  fear  that  they  would  seek  to 
control  wages  boards  in  their  own  interest  led  Parlia- 
ment to  provide  for  the  appointment  rather  than  the 
election  of  the  wages  board  members  in  the  furniture 
trade.  This  left  the  Chinese  without  representation 
on  the  board.  The  board  declined  to  establish  piece- 
work rates  and  fixed  the  minimuni  wage  first  at  7s.  6d.  a 
day  and  subsequently  raised  it  to  8s.  a  day.  Many  of 
the  Chinese  could  not  earn  the  minimum  wage,  and  in 
fixing  the  minimum  so  high  it  had  imdoubtedly  been 
the  intention  of  the  board  to  exclude  Chinese  competi- 
tion. Directly  the  opposite  result  was  accomplished. 
The  Chinese  workers  who  would  have  been  driven  out 
of  the  trade  entered  into  collusion  with  their  employers 
to  evade  the  law  and  to  furnish  no  evidence  as  to  the 
real  wages  paid.  Many  new  shops  with  from  one  to 
three  workmen  apiece  began  business,  and  when  the 
inspectors  questioned  them  in  regard  to  the  wages  paid 
they  either  claimed  that  wages  above  the  miniTniim  were 
being  paid  and  offered  their  books  in  evidence  or  they 
said  ''  Alle  same  company/'  or ''  We  alle  same  share  um 
plofits  "  or  gave  some  other  evasive  answer.* 

The  result  was  that  while  the  number  of  European 
workers  in  the  furniture  trade  declined  from  1,103  in 
1899  to  989  in  1907,  the  Chinese  increased  during  the 

1  Report  for  1004,  pp.  19-10,  86-97;  1006,  p.  17. 
I  Raport  of  Chief  IiMpeotor  for  1807,  p.  11. 
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same  years  from  488  to  565.^  Since  then,  however,  the 
Europeans  have  shown  some  increase,  while  the  Chmese 
have  hardly  held  their  own.  The  inspectors  make  no 
concealment  of  the  fact,  however,  that  they  are  unable 
toenforce  the  determination  of  the  wages  board  upon  the 
Chinese,  and  the  whole  affair  affords,  as  Mr.  Ord  said 
''  a  clear  instance  of  how  powerless  laws  are  for  the 
imposition  of  a  minimum  wage  so  soon  as  such  wage  is 
opposed  to  the  interest  of  the  majority  of  the  employers 
and  employees."  * 

Our  conclusion  with  reference  to  the  whole  matter  of 
displacement  of  certain  classes  of  workers  must  be  that 
the  minimum  wage,  like  any  other  economic  change,  of 
necessity  compels  some  readjustment  of  industrial 
conditions.  To  make  the  readjustment  employers 
will  be  likely  to  seek  to  economize  on  that  portion  of  the 
labor  force  which  on  the  new  wage  scale  would  be  likely 
to  yield  them  the  least  profit.  This  may  mean  a  dis- 
placement of  men  unable  to  earn  the  minimum  by  those 
able  to  earn  much  above  the  minimum,  or  it  may  mean 
a  substitution  of  juvenile  labor  for  adult  labor  or  of 
women  for  men. 

The  displacement  will  be  all  the  greater  if  machinery 
can  be  substituted  for  labor.  The  displacement  will  be 
much  greater  at  the  time  when  the  determination  is 
introduced.  If  changes  in  wages  are  not  made  too 
rapidly  or  violently  the  displacement  may  be  hardly 
noticeable,  especially  if  there  is  no  keen  outside  com- 
petition. 

1  Reports  of  Royal  CommiflsioD  of  1909-03,  p.  6,  and  of  Chief  Infpector  for  1907, 
p.  77. 

<  Report  of  Chief  Izmpector  for  1897,  p.  10. 
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4.  Effects  on  Industry  and  Industrial  Growth 

In  industrial  matters,  as  is  well  known,  it  is  usually 
impossible  to  single  out  one  from  a  number  of  causes, 
and,  by  pointing  to  certain  results,  declare  with  cer- 
tainty that  these  have  been  due  to  the  cause  designated. 
The  statement  holds  as  true  of  wages  boards  in  Australia 
as  it  does  of  any  legislative  experiment  in  any  country. 
Undoubtedly  a  mode  of  wage  regulation  as  radical  as 
that  of  a  legally  established  minimum  wage  would  have 
important  consequences  in  industrial  development.  It 
is  equally  true  that  in  Victoria  as  in  other  wages  board 
states  important  industrial  changes  have  taken  place  in 
recent  years.  To  say,  however,  that  these  changes 
have  been  due  to  wages  boards  and  to  wages  boards 
alone  requires  a  degree  of  confidence  in  one's  own  judg- 
ment which  is  fortunately  lacking  in  most  trained  inves- 
tigators. 

One  thing  can  be  said  with  absolute  assurance;  the 
direful  predictions  made  in  the  Victorian  Parliament  at 
the  time  the  wages  board  legislation  was  up  for  con- 
sideration, as  to  the  loss  of  trade,  the  increase  of 
imemployment  and  the  ruin  of  industries,  which  would 
follow,  have  not  been  fulfilled.  How  much  greater  (or 
less)  would  have  been  industrial  development  in  this  state 
without  this  legislation  we  have  no  means  of  knowing, 
but  that  there  has  been  a  rapid  and  almost  steady  in- 
crease in  the  niunber  of  factories  and  of  employees  is 
demonstrated  by  the  statistics.  In  1896,  when  the 
first  wages  boards  were  authorized,  the  niunber  of 
factories  registered  in  Victoria  was  3,370  and  there  were 
employed  therein  40,814  persons,  which  was  a  niunber 
but  little  in  excess  of  the  employees  in  factories  ten 
years  before.  Every  year  since  1896  has  seen  an 
increase  over  the  preceding  year  in  the  number  of  f ac- 
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tones  and  every  year  but  one  an  increase  in  the  number 
of  factory  employees,  until  in  1911  the  number  of  fac- 
tories registered  was  5,638  and  the  number  of  employees 
88,694.^ 

There  have  been,  indeed,  in  Victoria  since  1897,  only 
a  few  unfavorable  developments  in  the  manuf actiuing 
industries  which  could  in  any  way  be  held  to  have  been 
the  consequence  of  the  labor  legislation.  Victoria,  like 
other  Australian  states,  has  shared  in  the  industrial 
prosperity  which  has  so  generally  accompanied  the 
upward  movement  in  prices  all  over  the  world,  and  while 
it  would  be  a  mistake  to  hold  the  wages  boards  largely 
responsible  for  this  prosperity,  it  is  at  least  true  that 
they  have  not  caused  depression. 

The  prediction  that  industries  would  be  driven  out 
of  the  state  by  the  wages  board  determinations  seems 
to  have  been  fulfilled  in  only  a  few  instances.  I  have 
already  referred  to  the  case  of  the  brush  factory  which 
was  closed  and  the  business  transferred  to  Tasmania, 
but  this  seems  to  have  been  due  to  the  fears  or  stub- 
bornness of  the  proprietor  for  he  never  gave  the  new 
system  a  trial  in  his  establishment.  The  determination 
was  welcomed  by  other  employers  in  this  industry.* 
Dr.  Clark  refers  in  his  Report  *  to  a  cigar  manufacturer 
who  moved  to  Adelaide  to  escape  wage  regulation.  In 
the  case  of  the  fell-mongering  industry,  which  em- 
ployers declared  had  been  well-nigh  ruined  by  the  first 
determination  in  1900,  the  Royal  Commission  of  1902- 
03  was  unable  to  find  that  it  had  been  seriously  affected 
except  by  the  employers'  action  in  closing  their  yards.* 

1  Report  of  Chief  Inspector  <A  Factories  for  1913,  p.  6.  Figures  could  be  siven  for 
later  yetn  showing  a  further  increase,  but  they  would  not  afford  a  fair  comparison  since 
in  1012  an  Order  in  Council  was  passed,  extending  to  the  whole  state  the  provisions  of 
the  Factories  Act  which  brought  under  registration  factories  not  hitherto  included. 

*  Report  of  Chief  Inspector  for  1902,  p.  17. 

*■  Labor  Conditions  in  Australia,  Bull.  No.  66,  U.  S.  Bureau  of  Labor,  p.  77. 

*  Report  of  Royal  Commission,  pp.  Uv-lvL 
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At  the  time  the  Commission  made  its  report  it  was  able 
to  state  that, 

Qixe  of  these  has  resumed  work  with  50  hands,  being  about 
30  leas  than  before,  and  a  second  has  started  again  with  about  60 
hands  while  the  former  manager  of  the  hist-mentioned  firm  has 
commenced  business  for  himself  with  the  same  number.  On  the 
other  hand,  it  is  stated  that  one  of  the  old  firms  has  given  up  the 
business  altogether.^ 

Three  cooperative  societies  of  workmen  had  begun 
work  after  the  closing  down  of  the  plants.  They  paid 
themselves  the  minimmn  wage  fined  by  the  board  and 
worked  only  48  hours  per  week.  They  bought  skins  in 
the  open  market  and  made  no  reduction  in  the  price  of 
the  finished  article,  and  seemed  to  be  doing  a  good 
business.*  As  both  the  niunber  of  establishments  and 
the  number  of  employees  have  continued  to  increase 
since  1901  in  spite  of  a  large  increase  of  wages'  it  is 
clear  that  the  fears  of  the  employers  have  not  been 
realized. 

The  most  notable  example  of  the  dislocation  of  in- 
dustry following  a  wages  board  determination  occurred 
in  the  boot  trade,  where  the  Royal  Commission  reported 
that  after  the  first  determination  had  been  made, 

The  wage  system  combined  with  the  use  of  labournsaving  ma- 
chinery and  keener  competition  resulted  in  the  closing  of  a  number 
of  small  factories  (47  in  all,  it  is  said).  This  cannot  be  r^parded  as 
wholly  an  evil,  however,  as  many  of  them  were  started  without 
sufficient  capital,  under  the  high  protection  gLven.  to  boot  factories 
by  the  State  Tari£f,  and  being  provided  with  poor  equipment,  they 
were  too  often  noted  for  producing  inferior  goods  and  paying  low 


Among  the  complaints  made   against   the  wages 
boards  in  Victoria  during  the  early  years  of  their  exist- 


1  Report  of  Royal  Comminioii,  p.  Ivi  *  Ibid. 

•  Report  of  Chief  Inqiector  for  1913,  p.  19. 

*  Report  of  Royal  Commierion,  p.  zzzvi. 
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ence,  one  of  the  most  frequent  was  that  the  export 
trade  of  the  colony  had  decreased  as  a  result  of  the 
increase  in  prices  made  necessary  by  the  artificial  rise 
in  wages.  It  was  this  complaint  which  led  to  the  reduc- 
tion already  mentioned  in  the  minimiiTn  rates  at  first 
fixed  by  the  boards  in  1897.  In  spite  of  the  reduction 
in  rates  there  was  a  considerable  falling  off  in  the  ex- 
ports of  both  boots  and  clothing  during  1898  and  1899, 
and  Mr.  Ord  admitted  that  "  after  making  every  allow- 
ance it  is  probable  that  Victorian  manufacturers  would 
find  it  difficult  to  compete  in  other  markets  with  other 
manufacturers  that  were  not  subject  to  any  minimum 
wage."  *  In  both  industries,  however,  the  decline  in 
exports  was  short  lived,  and  the  Royal  Commission  of 
1902-03  reported  for  the  boot  trade  that  "  any  ground 
lost  by  manufacturers  in  the  export  trade  had  been  fully 
recovered  "  *  and  for  the  clothing  trade  that ''  the  fears 
of  manufactiuers  have  not  been  realized  but  on  the 
contrary  the 'command  of  internstate  markets  has  re- 
sulted in  a  considerable  expansion  of  exports  of  apparel 
from  Melbourne." ' 

In  the  fumitiue  trade  there  was  also  some  falling  off 
in  exports  following  the  first  determination,  but  this 
was  largely  if  not  entirely  due  to  the  fact  that  nearly  one- 
half  the  exports  prior  to  the  determination  had  been  to 
West  Australia,  where  the  rapid  increase  in  popula- 
tion caused  by  the  development  of  the  gold-fields  led  to 
an  active  but  short-lived  demand.  Other  countries 
shipping  to  the  same  market  showed  a  similar  decline.^ 

Not  all  the  comments  on  the  effects  of  the  wages 
boards  system  on  industry  even  during  the  early  years 
are  of  an  unfavorable  sort.     Mr.  Aves  refers  to  the 

i  Report  d  Chief  Inqiector  for  1898,  p.  0. 

*  Report  of  the  Royal  Commiwrion,  p.  xzxvii. 
a  Ibid.,  p.  sU. 

*  Ibid.,  p.  liii,  Report  <rf  Chief  Inapeetor  for  1898,  p.  17. 
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opinion  quite  widely  held  that  the  determinations  had 
tended  to  certainty  and  regularity  of  employment  for  at 
least  all  but  the  old  and  infirm  workers,  and  he  says 
that  in  the  trades  in  which  underpayment  was  most 
likely,  especially  women's  trades,  "  the  lesson  appears 
to  be  being  learned  that  low  wages  are  not  necessarily 
the  cheapest."  *  In  both  the  clothing  and  the  wood- 
working some  employers  have  admitted  that  they  could 
produce  at  less  cost  with  the  higher  paid  than  with  the 
lower  paid  labor.* 

One  possible  effect  of  the  minimum  wage  which  does 
not  seem  generally  to  have  been  noted  was  mentioned 
to  me  by  Dr.  Purdy,  the  Chief  Inspector  of  Factories  in 
Tasmania.  He  says  that  shortly  after  the  first  deter- 
minations had  become  effective  in  that  state,  the  mer- 
chants of  Hobart  reported  that  their  sales  had  increased 
as  a  result  of  the  increased  purchasing  power  of  the 
laborers. 

Where  the  wages  board  system  has  tended  to  weaken 
the  employer's  position,  it  is  generally  because  an  ap- 
parent bmxlen  has  been  imposed  on  his  business  which 
has  not  been  imposed  on  his  competitors.  Probably 
the  most  noticeable  example  of  this  is  where  manu- 
facturers imder  the  wages  board  system  are  compelled 
to  meet  the  competition  of  manufactiuers  outside  the 
state  not  under  such  a  regulation.  Many  examples  of 
this  competition  might  be  cited,  such  as  that  in  the  plate 
glass  industry,  where  manufacturers  declared  they 
could  not  meet  the  competition  of  English  manufac- 
tiu^rs  and  must  close  their  factories.'  It  seems  likdy 
that  in  this  instance  the  imposition  of  a  tariff  on  the  raw 
material  was  as  much  responsible  for  their  embarrass- 

>  Arm,  Report,  p.  47.  •  Sohaohner,  pp.  336-237. 

•  Report  of  the  Chief  Inapeotor  of  Factories  in  Viotoria  for  1901,  pp.  39-38;  1904. 
p.  30. 
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ment  as  waa  the  increase  in  wages.  In  the  wicker  in- 
dustry the  unrestricted  competition  of  Sydney  firms 
which  were  not  at  the  time  imder  wages  boards  was  in 
1906  seriously  crippling  the  Melbomne  manufacturers, 
who  were  compelled  to  pay  4s.  for  work  which  their 
Sydney  competitors  seemed  for  Is.  6d.*  In  the  clothing 
industry  it  was  shown  that  manufacturers  from  Sydney 
and  Melbourne  were  sending  goods  to  Adelaide  to  be 
made  up  there  and  then  returned  to  the  owners,  in  the 
years  before  South  Australia  had  adopted  the  wages 
board  plan.*  Generally  speaking,  however,  such 
competition  was  not  very  serious  for  two  reasons.  In 
the  first  place,  it  was  not  long  before  the  other  Austra- 
lian states  had  adopted  legislation  which  placed  the 
same  restrictions  on  employers  within  their  jurisdictions 
as  had  been  placed  on  those  in  Victoria;  and  in  the 
second  place,  the  fact  of  outside  competition  is  always 
brought  to  the  attention  of  wages  boards  and  is  fre- 
quently responsible  for  the  small  increases  allowed. 

Another  form  of  competition  which  the  establish- 
ments subject  to  wages  board  determinations  have  at 
times  had  to  meet  is  the  competition  of  country  dis- 
tricts to  which  the  determinations  did  not  extend.  Thus 
the  Victorian  manufacturers  in  the  saddlery  trade  in 
1901  complained  when  the  effect  of  the  board's  ruling 
was  to  raise  the  wages  in  the  trade  that  the  determina- 
tion only  extended  to  cities  and  towns  and  the  shops  in 
boroughs  or  shires  were  given  an  unfair  advantage.' 
The  same  complaint  was  made  some  years  later  by  the 
furriers  subject  to  a  determination.^  This  form  of 
competition,  in  Victoria  at  least,  need  no  longer  exist 

1  Report  of  Chief  loapeotor  for  1906,  p.  43. 

s  Report  of  Chief  Inepeotor  in  South  Aufltralia  for  1890. 

•  Report  of  Chief  Inepector  for  1901*  p.  35. 

*  Ibid.,  1907,  p.  83. 
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for  a  determination  may  now  be  made  applicable  to  all 
establishments  in  the  state  if  an  Order  in  Coimcil  is 
issued  to  this  effect. 

Another  form  of  competition  to  which  a  regulated 
trade  is  liable  is  that  of  a  trade  not  subject  to  a  deter- 
mination,  but  this  is  now  not  likely  often  to  occur,  since 
nearly  all  industries  and  occupations  outside  of  agricul- 
tural callings  and  domestic  service  are  provided  with 
wages  boards.^ 

That  part  of  the  work  of  the  various  boards  concern- 
ing which  employers  have  made  the  most  complaint 
has  been  the  limitation  of  the  number  of  apprentices. 
This  complaint  was  made  in  the  ''  slop  ''  clothing  trade 
in  1899*  and  in  the  wood-working  trade  and  variousother 
trades  in  1901.'  The  complaint  became  so  loud  that  in 
1902,  Parliament  took  away  from  the  boards  the  power 
to  impose  limitations  on  the  number  of  apprentices. 
But  the  danger  that  apprentices  would  be  used  to  dis- 
place adult  labor  and  to  defeat  the  purpose  of  the 
minimum  rate  led  to  the  restoration  of  this  right. 

The  same  complaint  in  regard  to  the  undue  restriction 
of  the  number  of  apprentices  and  the  counterclaim 
that  apprentices  were  being  used  to  keep  down  wages 
were  made  in  Adelaide  in  the  white  work  trade  and  in 
the  bread  trade.^  It  is  the  employer  doing  business  on  a 
small  scale  who  is  most  likely  to  be  seriously  affected  by 
the  limitation  on  apprentices,  since  a  board  usually 
provides  that  there  may  be  one  apprentice  for  a  given 
number  of  adult  workers  and  the  small  establishment 
not  employing  this  number  of  men  is  thus  at  times 
denied  the  right  to  employ  apprentices.'     As  an  offset 

1  SohAohiier,  op.  dt.,  p.  289. 

»  Report  of  Chief  Inepeotor  for  1899.  p.  7. 

a  Ibid..  1901.  p.  39. 

«  Report  of  Chief  loapector  for  Soath  Auttralia.  1905,  p.  2;  1908.  p.  6. 

•  Ibid..  1908,  p.  3;  Schaehner.  op.  dt..  p.  240. 
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to  this  evil  of  too  few  apprentices,  Mr.  Qrd  called  atten- 
tion to  the  fact  that  the  practice  of  having  the  board  fix 
ihe  number  and  wages  of  apprentices  made  it  incumbent 
on  the  employer  to  give  them  some  real  training,  so  as  to 
make  them  worth  the  wages  which  he  would  be  com- 
pelled to  pay  if  they  were  employed  by  him.  "  The 
natural  result  will  be/'  he  said,  "  an  improved  class  of 
workers  who  will  be  a  credit  to  their  employers,  the 
trade  and  the  state."  ^ 

It  is  an  opinion  held  by  many  in  Australia  that  the 
wages  board  determinations  benefit  the  large  employer 
more  than  they  do  the  small  one.  Because  of  his  larger 
establishment  the  large  employer  can  make  a  fuller 
utilisation  of  the  highly  paid  workmen.  In  the  bakery 
trade,  one  Victorian  inspector  reported  that  the  deter- 
mination was  weeding  out  the  small  baker,  the  man 
who  employed  only  one  hand.  He  would  be  imable  to 
pay  the  minimum  rate  and  would  therefore  himself 
enter  industryas  a  wage  worker.'  Adeterminationmade 
by  the  Hairdressers'  Board  had  the  effect,  so  it  was 
stated,  of  closing  some  of  the  smaller  shops  and  throwing 
70  men  out  of  employment.  In  this  case  it  was  claimed 
by  some  that  it  was  the  intention  of  the  board  to  bring 
about  this  result,  and  that  the  representatives  of  the 
employers  on  the  board  connived  with  the  employees 
to  fix  the  minimum  wage  so  high  that  suburban  shops 
in  Melbourne  could  not  operate.  The  Government  for 
a  time  refused  to  gazette  the  determination  but  finaUy 
decided  to  do  so. 

Mention  has  already  been  made  of  the  fact  that  the 
limitation  on  the  nimiber  of  apprentices  or  improvers  is 
likely  to  bear  harder  on  the  small  than  on  the  larger 
establishment.     The  same  thing  is  at  times  true  of  the 

>  Report  of  Chief  Inspector  for  Vwtorw,  1900,  pp.  11-13. 
•  Report  of  Chief  Inspector,  1900,  p.  14. 
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reduction  in  the  length  of  the  working  day.  Small 
shops  located  in  the  residence  districts  and  receiving 
considerable  patronage  from  people  going  to  or  retiun- 
ing  from  work  are  most  likely  to  feel  the  effect  of  early 
closing  laws  and  of  the  determinations  which  limit  the 
working  hours  of  their  employees.^ 

The  small  establishment,  however,  is  not  always  the 
one  to  feel  most  the  effects  of  a  minimum  wage.  In 
quite  a  mmiber  of  cases  the  increase  of  wages  had  the 
result  of  multiplying  the  number  of  establishments 
that  imdertook  to  employ  no  hired  labor  whatever. 
Such  examples  are  frequent  in  the  fumitiu^,  baking, 
butchering  and  wicker  work  industries.  In  general  it 
may  be  said  that  like  any  new  element  in  industry, 
the  effect  of  a  determination  is  likely  to  be  felt  most 
by  the  least  resoiurceful  in  any  trade.  Some  readjust- 
ment has  to  be  made  to  meet  the  conditions  growing  out 
of  the  increase  in  wages  and  at  times  this  is  best  made 
by  the  large  employer,  at  other  times  by  the  small  one. 

Except  in  a  few  instances  the  wages  boards  do  not 
seem  to  have  greatly  increased  specialization  or  to  have 
hastened  much  the  introduction  of  machinery.  In  the 
clothing  trades  increased  specialization  did  come  at 
about  the  time  of  the  early  determinations  and  was 
doubtless  assisted  by  them.*  Attention  has  already 
been  called  to  the  increased  use  of  machinery  in  the 
boot  and  shoe  industry,  which  certainly  was  not  pri- 
marily due  to  the  determination  of  the  wages  board  but 
was  doubtless  promoted  by  it.  In  this  industry  the 
reduction  in  the  cost  of  production  brought  about  by 
the  use  of  machinery  served  fully  to  equalize  the  increase 
of  wages  by  the  determination.  Mr.  Ord  felt  that  one 
of  the  most  useful  results  obtained  by  the  wages  boards 

>  Sehachnw,  op.  cit.,  p.  240. 
s  Avw  Raport,  p.  63. 
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was  to  be  found  in  this  trade  owing  to  this  introduction 
of  labor-saving  machinery.     He  said: 

U  there  had  been  no  miniTnum  [wage]  the  results  would  have  been 
disastrous.  With  an  ov^-stocked  labor  market,  the  inevitable  re- 
sults of  individual  competition  would  have  been  seen.  The  value 
of  the  labour  would  sooner  or  later  (except  in  the  better-class  f  ao- 
tories)  have  been  the  necessities  of  the  workers.  Each  man  out  of 
work  would  have  been  willing  to  take  a  "  little  "  less  than  the  man 
in  work  and  when  such  men  had  got  as  low  as  they  would  go,  the 
old,  slow,  and  infirm  workers  would  come  in  and  cut  still  lower.  .  .  . 
It  is  improbable  that  a  low  minimum  would  result  in  one  more  man 
being  employed,  as  the  best  man  would  always  get  the  work  in  the 
end,  and  those  at  work  might  as  well  be  paid  good  wages,  since  a 
lower  wage  would  not  benefit  those  out  of  employment.^ 

No  positive  proof  tending  to  show  either  increased 
efficiency  or  a  decline  in  output  on  the  part  of  the  indi- 
vidual worker  as  a  result  of  the  determination^  can  be 
furnished.  Too  many  and  diverse  causes  enter  into 
this  matter,  even  if  it  could  be  shown  that  an  increase  or 
a  decline  in  output  had  taken  place.  In  the  clothing 
trades  the  general  opinion  seems  to  have  been  that  the 
early  determinations  had  resulted  in  increased  efficiency, 
but  this  may  well  have  been  because  of  the  adoption  of 
the  task  system.  Employers  whom  I  interviewed  were 
almost  unanimous  in  the  feeling  that  the  efficiency  of  the 
average  worker  had  declined  in  recent  years,  and  this 
same  opinion  was  expressed  by  others  than  employers, 
men  on  the  whole  favorably  inclined  to  the  wages 
board  system.  The  decline  was  generally  attributed 
to  the  "  go  easy  '^  or  "  make  work  "  doctrines  which 
they  generally  felt  sore  were  being  inculcated  by  trade- 
union  leaders.  The  trade-union  secretaries,  on  the  other 
hand,  indignantly  repudiated  this  charge  and  most  of 
them  said  that  such  a  matter  had  never  even  been  dis- 
cussed in  their  meetings.  They  were  also  inclined  to 
believe  there  had  been  no  decline  in  output.     When  one 

1  Report  of  Chief  InqpMtor.  1806.  p.  12. 
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remembers  that  this  same  charge  is  made  against  trade 
unions  in  other  comitries,  including  our  own,  and  is  as 
vehemently  denied  by  trade  unionists  themselves,  he  is 
prepared  to  conclude  that,  in  the  absence  of  any  direct 
proof,  whatever  decline  in  efficiency,  if  any,  has  taken 
place  is  not  to  be  charged  up  to  the  wages  boards. 

We  may  also  say  that  there  is  very  little  evidence  of 
"  speeding  up  "  by  manufacturers  as  a  result  of  the . 
wages  board  system,  tho  the  adoption  of  the  task  system 
in  the  clothing  and  boot  trades  ^  after  the  first  deter- 
minations had  been  made  fiunishes  examples.  Gen- 
erally speaking,  however,  the  scarcity  of  labor  in  most 
lines  of  industry  in  Australia  in  recent  years  precludes 
any  general  adoption  of  such  practice. 

6.  Growth  of  Trade  Unions 

To  any  one  who  is  familiar  with  the  strength  of  the 
trade-union  movement  in  Australia  and  knows  of  the  in- 
fluence exercised  in  political  as  well  as  in  economic  affairs 
by  the  Trades'  Hall  in  every  capital  city,  it  is  hard  to 
believe  that  the  political  system  of  wage  regulation  has 
not  played  an  important  part  in  this  development  of 
labor  organizations.  For  jthe  same  reason  it  is  hard  to 
see  why  certain  important  officials  of  the  American 
Federation  of  Labor  are  opposed  to  the  regulation  of 
wages  in  this  country  by  wages  boards  or  arbitration 
courts.  One  of  the  most  important  and  influential  of 
the  Australian  trade-union  officials  to  whom  I  men- 
tioned this  attitude  of  our  labor  leaders  shook  his  head 
and  said:  "I  know  it;  out  here  we  can't  understand  it." 

According  to  a  recent  report  of  the  Commonwealth 
Statistician,  there  were  433,224  members  in  621  trade 
unions  in  Australia  in  1912.     There  were  415,554  male 

1  Report  of  Chief  Inspeotor  of  FMtories  in  Viotoiia,  1898.  pp.  13-14. 
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members,  who  constituted  about  44  per  cent  of  the 
(estunated)  total  number  of  male  employees  twenty 
years  of  age  and  over  in  all  professions,  trades  and 
occupations;  while  the  17,670  females  in  unions  made 
up  8.41  per  cent  of  all  employed  females.^  That  the 
methods  of  wage  regulation  had  apparently  been  one  of 
the  influences  causing  the  growth  of  trade  unions  seems 
to  be  indicated  by  the  fact  that  the  membership  in 
unions  had  remained  almost  stationary  from  1891  to 
1896,  before  wage  regulation  began,  but  had  made  rapid 
progress  thereafter.  The  percentage  of  wage  earners  in 
unions  is  greatest  in  New  South  Wales,  where  the 
Arbitration  Court  frequently  gives  preference  to 
unionists,  but  in  Victoria,  where  the  percentage  is  43.98, 
the  wages  boards  have  undoubtedly  exercised  a  strong 
influence.* 

For  many  trades,  especially  those  in  which  women  or 
unskilled  laborers  are  employed,  the  wages  board  is  the 
beginning  of  organization.  It  brings  the  workers  into 
cooperation  for  the  first  time  and,  for  the  time  being 
at  least,  establishes  representative  government  among 
them.  If  the  determination  raises  the  minimum  wage 
rate,  as  it  has  done  in  nearly  every  case  during  the  era 
of  rising  prices  which  has  continued  ever  since  the 
boards  were  established,  there  is  a  strong  incentive  for 
the  workers  to  form  themjselves  into  a  strong  organiza- 
tion which  shall  see  that  they  receive  the  wages  pre- 
scribed. True,  it  is  the  business  of  the  government 
factory  inspectors  to  see  that  the  determinations  are 
complied  with.  But  even  a  large  force  of  inspectors 
could  not  learn  of  all  the  supposed  violations  if  they 
were  not  brought  to  their  attention  by  some  responsible 

>  Report  No.  2,  Labour  and  Industrial  Branch,  Commonwealth  Bureau  of  Censua 
and  SUtbtaos  (April,  1913).  p.  12. 

*  Ibid.,  p.  13. 
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agency  or  organization.  This  the  trade  union  under- 
takes to  do.  The  wage  earner  who  believes  his  em- 
ployer has  violated  the  determination  in  his  trade  is 
most  likely  to  inform  his  union  secretary  who  is  usually 
a  paid  official  giving  all  his  time  to  trade-imion  matters. 
If  the  complaint  appears  to  the  latter  to  be  justified  he 
reports  it  to  the  Chief  Factoiy  Inspector's  office  and 
an  investigation  is  made. 

The  value  of  such  an  organization,  especially  to 
women,  who  in  Australia  as  elsewhere  find  it  difficult  to 
organize  to  protect  their  own  interests,  is  obvious.  It  is 
doubtful  if  a  full  compliance  with  a  wages  board  deter- 
mination is  anywhere  seciued  without  an  organization 
of  the  workers  to  see  to  its  enforcement.  A  secretary 
of  one  of  the  most  powerful  trade  unions  in  Austndia 
told  me  in  Sydney  that  he  had  assisted  the  women 
in  several  trades  to  form  organizations  and  apply  for 
wages  boards.  Important  increases  in  wages  brides 
improvements  in  working  conditions,  were  obtained  in 
this  way,  and  so  important  did  this  gentleman  believe 
the  work  to  be  that  he  said  that  if  financially  able  to  do 
so  he  would  give  all  his  time  to  such  work  of  organi- 
zation. A  well  organized  imion  not  only  watches  the 
enforcement  of  the  determination,  but  usually  takes 
the  lead  in  asking  for  a  wages  board  or  in  seeking  a 
revision  of  the  rates  of  pay;  and  it  nominates  the 
workers'  representatives  on  the  board.  Frequently 
these  are  the  only  nominees,  and  80  per  cent  of  the 
employees'  representatives  on  the  boards  are  members 
of  the  unions.^ 

Whether  or  not  a  well  organized  imion  having  in  its 
membership  a  good  proportion  of  the  employees  in  a 
trade  is  benefited  by  the  wages  boards  system  is  a 
question  which  meets  with  different  answers  even 

>  ATM  Itoport,  p.  68. 
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among  trade  unionists  themselves.  The  majority  of 
the  union  secretaries  whom  I  met  were  inclined  to  think 
that  the  wages  boards  were  a  benefit  even  to  the  strong 
unions,  but  there  were  others  who  thought  that  the 
unions  could  secure  more  through  strikes  than  they 
could  through  wages  boards. 

There  are  other  friends  of  labor  outside  the  unions 
who  doubt  whether  the  wages  boards  are  of  any  assist- 
ance to  the  imions.  Even  the  author  of  the  wages 
board  law,  Sir  Alexander  Peacock,  doubts  whether 
wages  boards  have  been  of  much  value  to  the  well  or- 
ganized trades.  There  can  be  little  doubt  that  their 
maximum  benefits  have  been  conferred  upon  those 
workers  who  without  them  as  an  incentive  would  have 
found  it  difficult  to  establish  and  maintain  an  organi- 
zation. 

As  in  the  case  of  the  workers,  so  too  in  the  case  of 
the  employers,  have  the  wages  boards  promoted  organ- 
izations. Employers  unite  to  nominate  their  repre- 
sentatives on  the  boards,  to  prepare  their  arguments 
presented  to  the  boards,  to  appeal  if  need  be  to  the  Court 
of  Industrial  Appeals  and  to  resist  what  they  may 
consider  to  be  an  unfair  administration  of  the  law. 
There  is  less  unity  of  interests,  however,  among  em- 
ployers than  among  employees.  Not  only  is  there  the 
natural  trade  rivaky  to  keep  them  apart,  but  the  large 
employers  often  find  that  a  certain  proposal  affects 
them  in  quite  a  different  way  than  it  does  their  smaller 
competitors.  While  there  are  several  strong  associa- 
tions of  employers  in  Melbourne,  such  as  the  Chamber 
of  Manufactures  and  the  Victorian  Employers'  Associa- 
tion, which  take  an  active  interest  in  the  work  of  the 
wages  boards  as  well  as  in  other  matters  of  social  legis- 
lation, it  cannot  be  said  that  wages  boards  have  fostered 
the  spirit  of  unity  among  employers  to  the  same  extent 
that  they  have  among  the  laboring  classes. 
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6.  Relations  between  Employers  and  Employees 

The  effect  which  wages  boards  legislation  has  had 
upon  the  relations  between  employers  and  employees 
must  of  necessity  be  a  matter  largely  of  opinioni  ^d 
one's  opinion  is  itself  determined  by  the  range  of  his 
experiences  and  by  the  views  of  those  with  whom  he  has 
come  in  contact.  In  Victoria,  as  in  other  industrial 
countries,  these  relations  are  frequently  strained,  and 
one  finds  the  same  mutual  distrust  and  suspicion  on  the 
part  of  employers  and  employees  which  seems  every- 
where to  accompany  the  wage  system. 

There  can  be  no  doubt,  however,  that  employers  and 
employees  are  on  more  friendly  terms  in  the  wages 
board  states  than  in  those  states  where  labor  disputes 
are  settled  by  means  of  compulsory  arbitration.  It  is 
almost  self-evident  that  a  better  feeling  is  likely  to 
prevail  under  conditions  where  employers  and  em- 
ployees meet  on  equal  terms  in  open  conference  to 
settle  their  differences,  than  where  one  side  forces  the 
other  to  appear  in  court  to  respond  to  certain  claims 
advanced  and  the  final  adjustment  must  be  made  by  a 
third  party.  One  mi^t  well  go  further,  and  say  that 
the  conference  plan  itself  must  inevitably  make  for  a 
better  imderstanding  and  therefore  give  rise  to  a  better 
feeling  between  the  parties.  Throu^  such  conferences 
employers  learn  to  appreciate  how  difficult  at  times  it  is 
for  their  employees  to  make  ends  meet  or  to  maintain  a 
comfortable  standard  of  living;  employees  on  the  other 
hand  oftentimes  learn  to  their  surprise  that  the  industry 
in  which  they  are  engaged  is  not  a  prosperous  one  and 
cannot  continue  its  existence  if  the  claims  which  the 
workers  are  making  are  to  be  allowed.  Evidence  that 
such  good  feeling  has  at  times  been  engendered  by  the 
wages  boards  is  found  in  the  speech  of  a  member  of  the 
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Legislative  Council  of  Victoria  in  1905,  when  the  bill 
to  make  permanent  the  factories  acts,  including  the 
wag^  board  sections,  was  being  debated.  This 
member  was  engaged  in  the  butchering  trade.  He 
said: 

There  had  never  been  in  the  history  of  the  trade  as  good  a  feeling 
existing  as  at  present.  At  the  annual  picnic  of  the  journeymen 
butchers  the  president  and  other  leading  members  of  the  Master 
Butchers  Association  were  present  and  testified  to  the  good  feel- 
ing existing  between  them  and  their  employees.  Others  had  told 
him  that  they  would  on  no  account  revert  to  the  old  state  of  things 
that  existed  prior  to  the  introduction  of  factory  legislation.^ 

A  better  test  of  the  absence  of  any  deep-seated  ill- 
feeling  engendered  by  the  wages  boards'  system  is  seen 
in  the  relative  infrequency  of  strikes  and  lockouts  in 
those  trades  and  occupations  for  which  wages  boards 
have  been  provided.  In  Victoria,  in  particular,  a 
strike  in  any  trade  in  which  a  wages  board  has  reached  a 
determination  is  now  a  thing  of  rare  occurrence. 
Strikes  of  considerable  duration  and  extent,  which 
engendered  much  ill-feeling,  have  taken  place  on  the 
government-owned  railroads  and  in  the  state  coal  mine 
at  Wonthaggi  as  well  as  in  industries  under  private 
ownership  and  management,  but  with  few  exceptions 
these  industrial  disturbances  have  occurred  in  other 
than  the  wages  board  trades. 

The  annual  report  of  the  Chief  Inspector  of  Factories 
in  Victoria  contains  a  brief  history  of  the  organization 
and  work  of  each  of  the  various  boards.  Only  six  indus- 
trial disturbances  are  there  referred  to  as  having  oc- 
curred in  the  wages  board  trades.  A  lockout  in  the 
fell-mongering  industry  *  in  1901  came  as  a  result  of  the 
refusal  of  the  Court  of  Industrial  Appeals  to  change 

>  Hon.  A.  McLeUan,  Pari.  Debates,  rol.  Hi,  p.  1606. 
*  Report  of  the  Chief  lupeetor  for  1901,  pp.  23-34. 
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materially  the  wages  board  detennination  which  re- 
duced the  working  hours  from  54  to  48  per  week.  A 
strike  in  the  Chinese  branch  of  the  furniture  industry  ^ 
in  1897  occurred  because  the  wages  board  on  which  llie 
Chinese  had  no  representation  fixed  the  minimum  wage 
so  high  that  it  caused  wholesale  dismissals  of  Chinese 
workmen.  The  Chinese  workers  had  a  strong  union 
which  required  those  at  work  to  support  those  not 
employed.  With  the  large  number  thrown  out  of 
work  this  burden  on  those  who  remained  at  work 
became  too  heavy,  and  the  workers  went  on  a  strike, 
demanding  the  establishment  of  a  system  of  piece- 
work rates.  The  result  was  that  the  Chinese  employers 
connived  with  their  employees  to  evade  the  law,  and, 
as  already  remarked,  they  have  continued  to  do  this 
ever  since  in  spite  of  determined  efforts  on  the  part  of 
the  inspectors  to  secure  evidence  to  this  effect.  An- 
other strike  occurred  in  the  Chinese  furniture  trade  in 
1903,*  which  involved  27  factories  and  lasted  twelve 
weeks.  It  resulted  in  a  10  per  cent  increase  in  wages. 
The  strike  was  of  com-se  in  no  way  due  to  the  work  of 
the  wages  boards  smce  the  Chinese  were  not  complying 
with  its  determination.  In  1906  in  the  stone-cutting 
industry,  the  letter-cutters,  about  twenty  in  number, 
went  on  a  strike  because  they  were  dissatisfied  with  the 
board's  determination.' 

In  his  report  for  1907  Mr.  Ord,  in  reviewing  the  work 
of  the  Bread  Board,  had  this  to  say: 

For  the  first  time  in  over  ten  years  a  strike  of  some  importance 
took  place  in  a  trade  under  a  Special  Board.  It  is  a  remarkable 
thing,  however,  that  the  strike  was  not  against  the  determination 
of  the  Bread  Board,  but  in  consequence  of  the  Court  of  Industrial 
Appeals  altering  a  decision  of  the  Board.  .  .  .  The  Court  after 
hearing  evidence  reduced  the  wages  from  £2,  14s.  [per  week]  to  £2, 
lOs.,  from  the  15th  of  September,  1007.  .  .  . 

1  Report  of  Chief  Inspector.  1807.  pp.  10. 11. 

*  Ibid..  1908.  p.  17.  •  Ibid..  1906.  p.  36. 
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From  the  5th  of  August  to  the  14th  of  September  the  men  had 
been  receiving  the  increased  wages  allowed  by  the  board.  Thisfact 
no  doubt  had  a  good  deal  to  do  with  the  action  of  the  union  later  on, 
as  men  do  not  wUlin^y  submit  to  a  reduction  of  wages  no  matter 
how  obtained,  and  in  this  case  it  had  been  granted  by  a  tribunal 
appdnted  by  Parliament  for  the  purpose  of  fiidng  wages.  .  .  ,  The 
strike  commenced  on  the  29th  of  September.  It  was  not  of  long 
duration.  On  the  2d  of  October  the  majority  of  the  employers  con- 
cerned granted  the  demands  of  the  union,  and  the  strike  was  over.^ 

The  last  of  the  six  strikes  to  which  reference  is  made 
in  the  Chief  Inspector's  report  was  that  of  the  timber 
stackers  and  sorters  which  occmred  in  March,  1910,  as  a 
result  of  a  determination  of  the  Wood  Workers'  Board 
which  had  fixed  the  wag^  of  the  stackers  at  Is.  less  than 
the  rates  which  had  been  paid.  The  stackers  felt  that 
they  had  not  been  satisfactorily  represented  on  the 
board  and  engaged  in  a  strike  which  lasted  seven  weeks. 
It  was  finally  ended  by  the  Minister,  who  called  to- 
gether a  new  board  which  adopted  a  new  schedule  of 
rates  more  satisfactory  to  the  stackers  and  sorters.* 

The  above  record  of  strikes  and  lockouts  in  the  wages 
board  trades,  which  has  been  gleaned  from  the  reports 
of  the  Chief  Factory  Inspector's  office  in  Victoria  is 
possibly  not  complete;  altho  I  have  no  reason  to  think 
that  any  industrial  distiu-bance  of  any  consequence  has 
been  omitted.  Mr.  Ord,  in  the  various  reports  which  he 
made  up  to  the  time  of  his  death  in  1910,  always  re- 
ferred to  the  strike  in  the  bakeries  as  the  only  one  of  any 
consequence  which  had  taken  place  in  an  industry 
subject  to  a  wages  board  determination.  This  is 
certainly  a  remarkable  showing  for  the  wages  boajrds  as 
a  means  of  seeming  industrial  peace.  In  the  neigh- 
boring colony  of  New  South  Wales,  with  employers  and 
employees  subject  to  the  severe  penalties  of  the  Indus- 
trial Arbitration  Acts,  there  were  between  July  1, 1907, 

>  Report  of  Chi«f  Iiiq>eotor,  1007,  pp.  18,  19.  *  Ibid..  1910.  p.  71. 
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and  March  31^  1913,  no  fewer  than  447  "  industrial 
dislocations.'^  ^  Even  in  New  Zealand,  which  has 
made  a  much  better  showing  under  its  compulsory 
arbitration  acts,  there  were  between  January  1,  1906, 
and  March  31,  1912,  thirty  strikes  coming  within  the 
scope  of  the  arbitration  act,'  and  some  of  them  were 
affairs  of  considerable  magnitude.  In  making  this 
comparison  between  Victoria  and  other  states  it  must 
of  course  be  remembered  that  until  very  recently  wages 
boards  have  not  been  found  in  industries  (like  coal 
mining  and  the  transport  industries)  in  which  strikes 
are  most  frequent.  Nevertheless,  after  making  all  due 
allowance  for  varying  conditions,  Victorian  experience 
goes  far  towards  justifying  the  assertion  that  it  is  the 
provision  of  means  whereby  the  important  differences 
between  employers  and  employees  may  be  adjusted  in  a 
friendly  and  equitable  manner,  rather  than  the  element 
of  compulsion,  which  leads  to  a  diminution  of  strikes. 
The  Factories  and  Shops  Act  of  Victoria  contains  no 
prohibition  of  strikes  or  lockouts  nor  are  any  penalties 
provided  for  those  who  take  part  in  such  industrial  dis- 
turbances. Nevertheless,  there  is  a  very  strong  public 
sentiment  in  Victoria  in  opposition  to  strikes  or  lock* 
outs  in  any  trade  or  industry  for  which  a  wages  board 
has  made  a  determination.  Mr.  Ord  undoubtedly 
reflected  public  feeling  in  regard  to  the  matter  when  in 
his  annual  report  for  1906 '  he  had  this  to  say  apropos 
the  strike  which  had  taken  place  in  the  stone-cutting 
trade: 

It  does  not  seem  fair  that  men  should  obtain  all  the  legal  advan- 
tage of  a  minimum  wage  and  then  seek  by  a  strike  to  secure  an 
advance  on  the  legal  wage.    If  such  a  policy  were  adopted  the  em- 

1  New  South  Wales  Induatrial  Gasette,  April.  1913,  pp.  18-8e. 
<  Twenty-First  Annual  Report  of  the  (New  Zealand)  Department  of  Labor,  1913, 
p.  11. 

>  Pp.  39,  40. 
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ployera  would  be  in  the  position  of  having  to  pay  the  rates  fixed  by 
boiurds  plus  such  an  amount  as  might  be  secured  by  a  strike  or  the 
dread  of  a  strike. 

It  is  not  that  any  one  expects  all  employees  to  accept  the  lowest 
wage  fixed  by  a  board  to  which  exception  is  taken;  it  is  the  united 
action  of  the  trade  seeking  to  secure  for  aU  emplo3rees  a  higher  rate 
than  that  fixed  by  the  board. 

If  the  majority  of  the  employees  in  a  trade  refuse  to  accept  the 
wage  fixed  by  a  board  and  stop  work  till  all  are  given  the  higher 
rate  daimed,  I  think  the  determination  of  the  board,  so  far  as  it 
relates  to  matters  in  dispute  should  be  suspended  so  that  both  sides 
might  be  free  to  fight  the  case  on  its  merits. 

The  strike  in  the  bread-baking  industry  the  following 
year  led  Parliament  to  follow  the  suggestion  made  by 
Mr.  Ord  and  to  incorporate  in  the  Shops  and  Factories 
Act  the  following  section: 

Where  the  Minister  is  satisfied  that  an  organised  strike  or  in- 
dustrial dispute  is  about  to  take  place  or  has  actuaUy  taken  place 
in  connexion  with  any  process,  trade,  business  or  employment  as 
to  any  matter  which  is  the  subject  of  a  Determination  of  a  Special 
Board  or  the  Court  of  Industrial  Appeals,  the  Governor  in  Coimcil 
may  by  order  published  in  the  Government  Gazette  suspend  for  any 
period  not  exceeding  twelve  months  the  whole  or  any  part  or  parts 
of  such  Determination  so  far  as  it  relates  to  the  matter  in  reference 
to  which  such  organized  strike  or  industrial  dispute  is  about  to  take 
place  or  has  taken  place,  and  such  suspension  may  at  any  time  by 
an  Order  published  in  the  Government  Gazette  be  removed  by  the 
Governor  in  Coimcil  or  altered  or  amended  in  such  maimer  as  he 
thinks  fit.* 

Altho  this  power  to  suspend  a  determination  has 
never  been  exercised  in  Victoria  and,  if  the  record  of  the 
Chief  Inspector  is  complete,  only  one  occasion'  has 
arisen  since  1907  where  the  power  to  suspend  a  deter- 
mination because  of  a  strike  catM  have  been  exercised, 
there  can  be  no  doubt  that  this  section  is  a  valuable 
preventive  against  strikes  in  wages  board  trades. 
What  the  laboring  classes  have  gained  by  most  deter- 

>  FaotorieB  and  Shopa  Act  of  Victoria,  Seo.  178. 

>  The  strike  of  the  timber  Borters  and  stackers  in  1910. 
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minations  is  too  important  to  be  sacrificed  by  a  strike 
which,  without  public  opinion  to  support  it,  would 
have  little  chance  of  success.  Of  course  when  an  era  of 
falling  wages  and  prices  comes,  strikes  against  deter- 
nainations  which  call  for  a  reduction  of  wag^  may 
become  more  frequent,  but  even  then  it  is  probable 
that  labor  leaders  with  good  judgment  will  see  that 
a  strike  under  such  circumstances  has  little  chance  of 
success. 

In  the  other  states  which  are  or  have  been  imder  the 
regime  of  wages  boards  without  the  adjunct  of  an 
arbitration  court,  the  record  concerning  strikes  appears 
to  be  lacking.  In  South  Australia,  only  one  strike  is 
reported  to  have  occurred  in  a  trade  governed  by  a 
wages  board  prior  to  the  adoption  of  compulsory 
arbitration.  This  was  called  by  the  carters  and 
drivers.  Inasmuch  as  the  South  Australian  Factories 
Act  forbade  strikes  and  lockouts  '^  on  account  of  any 
matter  in  respect  of  which  a  board  has  made  a  deter- 
mination "  and  provided  for  heavy  penalties  for  viola- 
tion of  this  provision,^  the  Chief  Factory  Inspector,  Mr. 
Bannigan,  considered  it  his  duty  to  collect  evidence  in 
regard  to  the  strike,  which  might  be  used  in  case  the 
Minister  decided  to  prosecute  the  strikers.  With  this 
end  in  view,  Mr.  Bannigan  went  to  the  Trades  Hall  to 
seek  information.  For  doing  so  he  was  called  before 
the  Ministry,  the  Labor  party  beiog  then  in  power,  and 
was  severely  reprimanded  for  having  taken  steps  which 
might  endanger  a  peaceable  settlement  of  the  dispute 
and  he  was  furthermore  suspended  from  office  for 
several  days.  This  seems  to  give  partial  confirmation 
to  the  view  that  the  power  to  suspend  a  determination  is 
fully  as  effective  as  the  threat  of  fines  to  prevent  strikes 
in  wages  board  trades. 

>  South  Australia  FMtories  Aet  of  1007,  Sees.  IfiO,  160. 
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Neither  the  Queensland  nor  Tasmanian  reports  make 
any  reference  to  a  strike  or  a  lockout  having  taken  place 
in  a  wages  board  trade.  Tasmania  has  the  same  penal- 
ties for  strikes  and  lockouts  ^  as  were  found  in  the  South 
Australian  Act  of  1907. 

7.  Enforcement  of  Wages  Board  Legislaiion 

The  success  of  the  wages  board  laws,  like  that  of  any 
other  form  of  social  legislation,  is  dependent  on  the 
support  given  to  these  laws  by  public  opinion  and  the 
means  provided  for  their  execution.  Such  legislation  is 
bound  to  have  more  success  in  a  state  like  Victoria, 
with  a  relatively  high  degree  of  industrial  development 
and  where  the  indignation  of  the  people  had  been 
aroused  by  the  stories  of  sweating,  thau  it  will  have  in  a 
state  like  Tasmania,  where  there  are  no  large  cities  and 
where  the  only  industries  of  importance  are  those  con- 
nected with  agricultiue  and  the  production  of  minerals 
and  raw  materials,  and  where  if  any  sweating  of  the 
workers  has  taken  place  it  has  not  been  of  sufficient 
extent  to  excite  much  public  concern. 

Assuming  that  there  is  a  strong  public  sentiment 
back  of  such  laws,  their  successful  enforcement  is 
largely  a  question  of  time  and  experience.  In  all  the 
states  where  wages  boards  have  been  established,  the 
first  few  years  following  the  enactment  of  the  laws  and 
the  adoption  of  the  first  determinations  have  witnessed 
more  difficulties  in  connection  with  the  enforcement 
than  have  later  years.  In  part  these  difficulties  are 
attributable  to  the  rebellious  attitude  which  certain 
employers  always  adopt  towards  new  regulative  legis- 
lation. In  the  main,  however,  the  difficulties  have  been 
due  to  differences  of  opinion  concerning  the  meaning 

1  The  Waflw  Bowd  Act  (of  TMrnani*)  for  1910,  Seos.  54.  55. 
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and  scope  of  application  of  the  laws  and  the  boards' 
determinations.  Many  of  the  determinations  are  very 
complex  and  detailed  affairs  and  include  a  very  com- 
prehensive classification  of  employees  and  of  the  proc- 
esses of  manufactiue.  It  is  not  surprising  that  many 
questions  arise  as  to  the  place  in  this  classification  into 
which  a  given  employee  falls  or  as  to  what  minimum  rate 
of  pay  is  to  apply  when  an  employee  is  shifted  from  one 
line  of  work  to  another.  Faulty  determinations  of  the 
boards  or  uncertainties  as  to  their  meaning  have  there- 
fore been  responsible  for  many  of  the  administrative 
difficulties  in  connection  with  the  laws. 

Both  in  Victoria  and  in  South  Australia  the  chief 
difficulties  in  connection  with  the  enforcement  of  the 
boards'  determinations  have  had  to  do  with  the  ques- 
tion of  apprentices  and  improvers.  The  acts  give  to 
the  boards  power  to  fix  the  wages  of  apprentices  and 
improvers  and  the  number  of  each  class  which  may  be 
employed  in  proportion  to  the  total  number  of  em- 
ployees, but  the  first  acts  did  not  define  the  words 
"  apprentices  "  and  "  improvers."  The  legal  authori- 
ties who  construed  the  law  decided  that  an  apprentice 
was  not  necessarily  a  person  legally  bound  by  indenture. 
The  result  was  that  the  two  terms  "  apprentice  "  and 
"  improver  "  were  practically  synonymous  in  the  mean- 
ing which  employers  sou^t  to  give  to  them.  When  the 
Factory  Inspector's  office  took  action  against  an  em- 
ployer for  paying  less  than  the  wages  provided  for 
apprentices  he  would  claim  that  the  employee  in 
question  was  not  an  apprentice  but  an  improver,  and 
vice  veraa.^  Later  amendments  to  the  act  have  sought 
to  define  the  meaning  of  these  terms,  and  some  of  these 
definitions  go  into  great  detail  in  their  descriptions. 
Generally  speaking,  an  apprentice  is  now  defined  as 

>  Report  of  Chief  iDspeotor  of  Victoria  for  1898,  p.  19. 
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"  any  person  under  twenty-one  years  of  age  bound  by 
indentures  of  apprenticeship; ''  *  while  an  improver  is 
any  learner  under  twenty-one  years  of  age  who  is  not  an 
apprentice,  or  any  one  who  is  over  twenty-one  and  who 
holds  a  license  from  an  inspector  to  be  paidas  an  improver. 

Next  to  the  troublesome  questions  concerning  appren- 
tices and  improvers,  probably  the  chief  difficulty  which 
the  inspectors  have  had  to  meet  arises  in  cases  where 
employees,  fearing  discharge  if  they  assert  their  right  to 
receive  the  Tninimum  wage,  have  connived  with  their 
employers  to  evade  the  law.  Such  evasions  were  re- 
ported by  Mr.  Ord  in  the  boot  trade  in  1898,  when  the 
introduction  of  machinery  was  causing  a  displacement  of 
workers.*  The  most  notable  example  of  this  sort,  how- 
ever, is  the  already  mentioned  evasion  of  the  Chinese 
engaged  in  the  furniture  manufactiue.  All  efforts  to 
make  the  Chinese  comply  with  the  determinations  of 
the  boards  in  Victoria  appear  to  have  been  abandoned 
by  the  inspectors.' 

In  spite  of  these  many  obstacles  to  the  successful 
enforcement  of  the  wages  boards  determinations,  the 
later  reports  of  the  inspectors  in  all  the  states  show  that 
most  of  the  difficulties  have  been  overcome,  and  that 
employers  and  employees  are  year  by  year  lowing  an 
increased  willingness  to  observe  the  law.  As  has  abeady 
been  said,  the  influence  of  the  trades  unions  in  securing 
information  concerning  violations  of  the  law  and  report- 
ing these  violations  to  the  factory  inspectors  has  been 
one  of  the  most  important  aids  in  securing  a  stricter 
compliance  with  the  law. 

The  successful  enforcement  of  the  wages  board  deter- 
minations demands  an  adequate  force  of  inspectors 

>  Words  of  the  Queenaland  Wsflw  Boards  Act  of  1906,  See.  2. 

>  Report  of  the  Chief  Inspector  of  Victoria  for  1898,  pp.  12,  13. 

>  Ibid.,  1906,  p.  28. 
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ready  and  willing  to  inquire  into  any  reported  violations 
of  the  law.  In  this  respect  most  of  the  Australian  states 
compare  very  advantageously  with  American  states  and 
with  foreign  countries.  The  conditions  are  favorable 
for  enforcement  because  in  nearly  all  the  Australian 
states  industry  is  highly  concentrated  and  the  number 
of  establishments  and  employees  is  small  in  comparison 
with  those  in  the  great  industrial  nations.  Victoria  in 
1910  reported  14  male  and  4  female  inspectors  in  addi- 
tion to  the  Chief  Inspector  and  his  deputy.  South 
Australia  had  in  1912,  5  male  and  2  female  inspectors  in 
addition  to  the  Chief  Inspector,  and  Queensland,  where 
industries  are  more  scattered,  had  this  same  year  15 
regular  inspectors  in  addition  to  a  few  temporary  ones. 
Of  course  these  inspectors  have  the  duties  of  ordinary 
factory  inspection  to  perform  in  addition  to  seeing  that 
the  determinations  are  compUed  with,  but  this  is  an 
advantage  rather  than  a  disadvantage,  for  the  duties  are 
closely  related.  The  willingness  to  provide  so  many 
inspectors  shows  that  the  Australians  take  their  labor 
legblation  seriously  and  are  determined  to  enforce  the 
laws  and  the  determinations. 

Prosecutions  for  breaches  of  the  determinations  show 
a  tendency  to  increase,  but  this  is  to  be  expected  as  long 
as  the  number  of  boards  and  determinations  continues  to 
show  rapid  expansion.  In  Victoria  in  1907,  with  48 
determinations  in  force,  there  were  69  cases  of  prosecu- 
tions for  breaches  of  these  determinations,  convictions 
being  secured  in  43  cases.^  In  1913,  with  131  boards  in 
existence,  the  number  of  prosecutions  for  breaches  of 
determinations  was  166,  of  which  129  were  reported  as 
having  resulted  in  convictions.'  Generally  speaking, 
only  very  moderate  fines,  amounting  on  the  average  to 

1  Report  of  Chief  Inspector  of  Vietoria  for  1907,  p.  126. 
I  Ibid..  1913,  p.  157. 
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less  than  one  pound  ($4.87)  for  each  conviction,  are 
imposed,  but  the  costs  generally  amount  to  about  as 
much  as  the  fines.  Queensland  in  1912  reported  15 
prosecutions  for  violations  of  determinations,  with 
convictions  secured  in  11  cases.^ 


8.  Pvblic  Opinion  and  the  Wages  Boards 

The  final  test  of  the  success  of  any  legislative  experi- 
ment made  by  self-governing  peoples  is  the  degree  of 
satisfaction  which  these  laws  afford  to  those  who  are 
responsible  for  their  enactment  and  enforcement.  It 
may  well  be  that  impartial  students  of  the  wages 
boards,  after  weighing  all  the  advantages  and  disad- 
vantages of  this  mode  of  wage  regulation  and  after 
noting  the  changes  in  industrial  and  social  organization 
which  it  has  brought  with  it  in  Australia,  and  then 
considering  the  different  historical  tendencies  of  other 
peoples,  will  conclude  that  the  system  of  wages  boards 
ou^t  not  to  be  transplanted  to  other  countries,  to  be 
nurtured  in  a  different  environment  from  that  in  which 
it  first  took  root.  Yet  such  a  decision  could  not  fairly 
be  construed  as  a  confession  of  the  failing  of  the  experi- 
ment in  Australia.  For  if  these  boards  have  in  the 
opinion  of  most  Australians  succeeded  in  solving  the 
problems  which  they  were  intended  to  solve  and  have 
done  so  without  perceptibly  hindering  industrial  de- 
velopment or  disturbing  the  social  peace;  if  further- 
more they  have  in  large  measure  outgrown  the  early 
opposition  which  they  encountered  from  employers,  and 
have  won  the  approval  of  the  wage  earners  and  the 
general  public,  —  I  think  we  must  say  that  the  Aus- 
tralian method  of  regulating  wages  by  wages  boards 
has  proved  successful,  in  spite  of  the  fact  that  it  has  not 

>  Report  of  Diieotor  of  Labour  and  Chief  iMpeotor  of  Queenriand  for  1912,  p.  22. 
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escaped  criticism  and  that  it  has  created  new  problems 
not  foreseen  at  the  time  the  laws  were  enacted. 

No  further  proof  of  the  public  approval  of  the  wages 
boards  would  seem  to  be  required  than  the  statement 
that  in  Victoria  every  session  of  Parliament  since  1905 
has  seen  an  increase  in  the  number  of  boards,  until  at 
the  close  of  1913  there  were  134  boards  in  existence  or  in 
process  of  formation,  representing  practically  all  trades 
and  occupations  except  agricuTtm^e  and  business  of  an 
inter-state  character.  There  is  the  further  fact  that  the 
wages  board  plan  has  been  copied  into  the  legislation  of 
every  Australian  state  except  West  Australia.  As 
already  mentioned,  the  wages  boards  are  in  some  states 
coupled  with  the  compulsory  arbitration  courts  which 
destroys  the  original  simplicity  of  the  system.  The 
retention  of  the  boards,  however,  shows  that  the  people 
have  not  lost  confidence  in  them  but  that  on  the  con- 
trary they  are  considered  to  be  a  necessary  part  of  the 
plan  of  wage  r^ulation.  Even  in  New  Zealand  the  con- 
ciliation councils  established  in  1908  as  a  part  of  the 
compulsory  arbitration  plan  are  in  reality  wages  boards 
under  another  name,  and  are  undoubtedly  the  most 
important  and  successful  feature  of  the  New  Zealand 
system.  The  wages  board  system  was  imquestionably 
adopted  in  the  interest  of  wage  earners,  and  since  tbe 
establishment  of  additional  boards  comes,  in  the  great 
majority  of  cases,  as  a  result  of  the  application  of 
employees,  it  is  clear  that  the  wage  earners  are  conscious 
of  the  advantages  which  the  boards  have  brought  to 
them. 

The  most  remarkable  featm*e  in  the  development  of 
the  system,  however,  is  the  changed  attitude  of  the 
employing  classes  towards  the  wages  boards. 

In  the  first  of  these  papers  ^  reference  was  made  to 

1  In  this  Jounud,  November,  1914,  pp.  98-148. 
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the  opposition  which  the  wages  board  legislation  met 
from  Victorian  employers  in  and  out  of  Parliament 
during  the  years  1896-1903.  The  reports  of  outside 
investigators  show  that  year  by  year  this  antagonism 
has  grown  less  and  that  employers  have  become  more 
and  more  reconciled  to  the  wages  board  method  of 
regulation. 

Dr.  Victor  S.  Clark,  who  visited  Australia  in  1904, 
just  at  the  close  of  the  long  fight  in  Parliament  to  retain 
the  wages  boards,  quotes  favorable  opinions  of  the 
boards  from  several  employers  in  Melbourne  operating 
under  the  system  but  says: 

Notwithstanding  these  favorable  opinions,  however,  employers, 
as  a  body  are  not  sympathetically  disposed  toward  the  wage  board 
system,  and  many  are  active  opponents  of  the  principle  of  state 
regulation  which  it  implies.  ...  In  some  trades  every  employer 
visited  opposed  the  law,  and  in  others  there  was  a  generally  favor- 
able attitude  toward  its  provisions.^ 

Ernest  Aves,  the  En^h  investigator  sent  to  Aus- 
tralia in  1907  by  the  British  government  to  investigate 
compulsory  arbitration  and  the  wages  boards  system, 
said: 

Employers  are,  I  think  I  may  say,  unanimous  in  one  negative 
conclusion,  namely,  that  Special  Boards  are  preferable  to  Arbitra- 
tion Courts,  but  on  nothing  else.  There  is  also  a  very  widely-spread 
belief  that  the  boards  have  been  instrumental,  some  say  in  abolish- 
ing, and  others  in  modifying  the  evils  of  *'  sweating  "  and,  from  com- 
plex motives,  there  is  in  Victoria  a  great  preponderance  of  opinion 
among  all  classes  in  favour  of  the  retention  of  the  Boards.  But 
as  to  whether  it  is  desirable  to  extend  them,  as  to  what  their  power 
should  be,  and  as  to  their  effects,  there  is  the  greatest  possible 
diversity  of  opinion.' 

Dr.  Robert  Schachner,  a  German  economist  whose 
investigations  into  labor  conditions  in  Australia  were 

>  CUrk  "  Labour  ConditioiiB  in  Australia,"  Bulletin  No.  56  of  the  (U.  S.)  Bureau  of 
Labor  (January.  1005),  p.  74. 

*  A^ea,  Report  to  the  Secretary  of  State  for  the  Home  Department  on  Wages 
Boards,  etc.,  p.  46. 
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made  a  year  or  two  later  than  those  conducted  by  Mr. 
AveSy  after  citmg  the  few  instances  in  which  the  laborers 
had  struck  against  the  determinations  of  the  boards, 


In  spite  of  these  repudiations  of  the  determinatioiis,  the  em- 
plo3r^rs  themselyes  admit  that  they  have  become  entirely  recon- 
ciled to  the  law  as  it  has  brought  them  no  disadvantages.  Some 
boards  in  Victoria  have  even  been  established  on  the  request  of  the 
employer  in  order  that  the  dangerous  competition  of  the  sweaters 
might  thereby  be  overcome.^ 

Dr.  Schachner  also  quotes  a  remark  of  the  President 
of  the  Queensland  Employers'  Association  made  in 
1908  to  the  effect  that  the  Association  was  in  entire 
sympathy  with  the  principles  of  the  wages  board  legis- 
lation, which  it  believed  to  be  vastly  superior  to  the 
system  of  compulsory  arbitration.' 

Mr.  Harris  Weinstock,  himself  an  employer,  visited 
Australia  in  1909  to  learn  what  success  wages  boards 
and  arbitration  courts  had  had  in  securing  industrial 
peace.  His  enthusiasm  for  the  work  of  the  wages 
boards  drew  from  him  the  following  statements: 

No  impartial  investigator  who  is  seeking  facts  pure  and  simple 
can  render  any  verdict  other  than  that  the  \nictorian  wages  boards 
have,  to  use  a  colloquialism,  more  than ''  made  good."  .  .  .  Every 
\lctorian  manufacturer  starts  out  on  an  even  basis,  so  far  as  pay- 
ment to  labor  is  concerned.  To  secure  the  largest  share  of  possible 
business  he  must  exercise  his  managerial  ability  along  other  lines 
than  that  of ''  squeezing  "  labor.  The  legal  minirnum  wage  tends  to 
drive  the  "  sweater  "  out  of  the  field.  Where  no  legal  minimum 
wage  exists,  the  "  sweater  "  tends  to  drive  the  fair  manufacturer  out 
of  the  field. 

The  wages  boards  have  brought  about  another  unexpected  bless- 
ing to  Victorian  employers,  wage-workers,  and  to  the  body-politic. 
They  have  for  a  period  of  over  twelve  years,  aided  in,  if  not  main- 
tained, an  unprecedented  era  of  industrial  peace.  The  fact  that  the 
state  had  provided  machinery  where  wage-earners,  having  wage 
grievances,  could  get  a  fair  hearing  and  a  fair  deal  at  the  hands  of 

t  Sehachaar,  Die  Sonale  Ftafe  in  AustnUen  und  N«unelaiid,  pp.  M1>S43. 
«  n>id..  p.  942. 
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the  trade  experts  representing  both  ddes  of  the  iasue,  and  the  fact 
that  the  determinations  are  enforceable  against  employers,  left  little 
occadon  to  resort  to  strikes  in  order  to  secure  what  they  deemed 
equity.* 

This  change  ux  the  attitude  of  the  employing  classes 
towards  the  wages  boards  system  has  continued.  In 
1912,  among  all  the  employers  interviewed,  I  found 
iione  who  wished  to  have  the  boards  abolished.  There 
was  plenty  of  criticism  of  the  work  of  the  boards,  and 
nearly  every  employer  was  careful  to  point  out  what  he 
considered  to  be  imfair  in  the  determinations  under 
which  he  happened  to  be  working.  But  they  were 
unanimous  in  saying  that  industry  had  adjusted  itself 
to  the  system  of  wage  regulation,  and  it  would  there- 
fore be  undesirable  to  attempt  to  restore  the  old  system 
of  unregulated  competition  in  the  hiring  of  laborers. 
That  this  more  .friendly  feeling  among  Victorian  em- 
ployers towards  the  wages  boards  is  due  in  part  to  the 
belief  that  if  the  boards  were  abolished  a  more  drastic 
method  of  industrial  regulations,  viz.,  that  by  arbitra- 
tion courts,  would  be  adopted,  there  can  be  no  doubt. 
In  the  states  having  compulsory  arbitration  employers 
were  generally  supporters  of  the  system,  altho  their 
attitude  was  perhaps  one  of  toleration  rather  than  of 
genuine  enthusiasm.  In  regard  to  the  wages  boards, 
however,  most  employers  were  willing  to  go  farther 
than  merely  to  express  a  tolerant  attitude.  They 
pointed  to  the  gains  which  had  accrued  to  industry 
from  freedom  from  strikes  and  from  having  all  em- 
ployers placed  on  the  same  footing  as  regards  wages. 
The  officers  of  the  Chamber  of  Manuf  actm^rs  and  of  the 
Victorian  Employers  Associations  —  the  organizations 
which  had  led  the  opposition  to  the  establishment  and 
extension  of  the  wages  boards  —  were  willing  to  admit 

>  Weiiwtock,  Report  of  the  Labor  Laws  and  Labor  Conditions  of  Foreign  Countries 
in  Relation  to  Strikes  and  Lookouts,  pp.  72-78. 
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that  on  the  whole  the  wages  board  system  was  working 
well  and  that  the  organizations  which  they  represented 
had  ceased  to  oppose  the  further  extension  of  the  system. 
Among  trade  unionists  it  is  perhaps  not  surprising 
that  as  employers  have  grown  i(iore  in  favor  of  the 
wages  boards  their  own  enthusiaam  for  them  has 
diminished.  It  is  not  that  trade  unionists  are  opposed 
to  the  wages  boards.  From  only  one  or  two  of  the 
trade-union  secretaries  did  I  get  any  expression  of 
opinion  hostile  to  the  wages  boards,  and  these  men 
represented  the  extreme  radicals,  who  were  opposed  to 
any  system  which  implied  friendly  agreements  with 
employers.  Nearly  all  the  secretaries  were  willing  to 
admit  that  the  wages  boards  had  brought  great  benefits 
to  wage  earners,  especially  those  who  had  been  poorly 
organized  and  who  were  consequently  weak  in  bargain- 
ing power.  But  they  insisted  that  the  time  had  now 
come  for  further  advances  in  the  way  of  industrial 
regulation.  Wages  boards  had  raised  the  wages  of 
those  on  the  lower  levels,  but  had  done  comparatively 
little  to  advance  the  standard  wage.  They  could  not 
but  contrast  the  results  gained  through  wages  boards 
with  those  which  had  been  seciued  through  arbitration 
courts,  especially  the  Commonwealth  Arbitration  Court 
presided  over  by  Mr.  Justice  Higgins.  Furthermore, 
the  wages  board  could  deal  only  with  the  questions  of 
wages  and  working  hours,  while  the  arbitration  courts 
had  jurisdiction  over  all  industrial  matters  and  could 
among  other  things  give  preference  to  imionists  in  the 
matter  of  securing  employment.  It  is  perhaps  not 
surprising  therefore  to  find  that  trade  imionists  in  the 
states  which  were  without  state  arbitration  courts  were 
inclined  to  compare  the  results  to  themselves  of  wages 
board  regulation  with  those  which  had  been  secured  else- 
where through  arbitration  courts,  and  to  view  with 
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favor  the  greater  possibilities  to  labor  offered  by  the 
arbitration  courts. 

Without  having  traced  the  development  of  compul- 
sory arbitration  in  Australia  and  considered  the  methods 
and  results  of  this  system  of  industrial  regulation,  it 
would  be  unwise  to  attempt  here  any  appraisement  of 
the  work  of  the  arbitration  courts  or  to  make  any 
lengthy  comparison  of  the  two  systems  of  wage  r^ula- 
tion.  A  brief  statement  of  the  main  arguments  made 
for  and  against  the  plan  to  substitute  compulsory  arbitra- 
tion for  wages  boards  may,  however,  not  be  out  of  place. 

Compulsory  arbitration  was  originally  intended  to 
put  an  end  to  strikes  and  lockouts,  and  judges  of  the 
arbitration  courts  still  insist  that  the  maintenance  of 
industrial  peace  is  the  principal  if  not  the  sole  end  to  be 
kept  in  view.  Now,  as  has  already  been  pointed  out, 
the  wages  board  states  have  shown  an  even  better 
record  in  the  way  of  freedom  from  strikes  than  have  the 
states  which  have  adopted  compulsory  arbitration. 
This  is  due,  the  friends  of  the  wages  boards  claim,  to  the 
fact  that  the  representatives  of  capital  and  labor  have 
themselves  settled  by  the  conference  method  the  im- 
portant questions  of  wages  and  hours,  the  only  matters 
in  dispute  which  are  of  sufficient  importance  to  precipi- 
tate a  strike  if  not  settled  by  peaceful  means.  If  these 
and  other  matters  are  to  be  settled  by  a  judge  of  an 
arbitration  court,  a  man  not  directly  engaged  in  indus- 
try, his  judgment,  it  is  urged,  will  be  less  willingly 
accepted  than  will  the  decision  of  those  who  are  them- 
selves participants  in  the  dispute  and  consequently 
bound  by  their  own  decision.  The  opponents  of  the 
arbitration  system  say  that  a  judge  is  not  fitted  by 
training  and  experience  to  deal  with  industrial  matters 
and  that  he  lacks  the  intimate  knowledge  of  business 
matters  which  is  possessed  by  members  of  a  wages 
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board.  Furthermore^  the  advocates  of  wages  boards 
point  to  the  greater  simplicity  and  economy  of  the  wages 
board  method  of  regulation  and  above  all  else  to  the 
greater  facility  for  transacting  business  possessed  by 
the  boards.  A  number  of  boards  can  be  sitting  at  the 
same  time,  handling  disputes  in  several  trades.  A 
single  arbitration  court  in  any  one  state  would  soon  be 
congested  with  business,  and  to  multiply  the  courts 
would  only  create  confusion  owing  to  overlapping  of 
awards  and  contradictory  decisions. 

On  the  other  hand,  the  friends  of  compulsory  arbitra- 
tion point  to  the  danger,  which  they  believe  to  be  a  real 
one,  that  employees  sitting  on  a  board  of  which  their 
employers  are  also  members  will  be  afraid  to  take  a 
decisive  stand  in  favor  of  a  considerable  increase  of 
wages  or  an  important  reduction  in  the  hours  of  work 
for  fear  of  dismissal,  or  at  least  for  fear  that  their 
chances  of  advancement  in  the  trade  will  be  lessened. 
Employees  who  have  the  courage  to  take  a  strong  stand 
for  improvement  of  working  conditions  will  be  "  marked 
men  "  among  employers  in  that  trade,  it  is  claimed.  A 
judge  need  not  fear  intimidation. 

The  supporters  of  compulsory  arbitration  claim  in  the 
second  place  that  employers  and  employees  on  a  wages 
board  on  which  the  public  is  practically  without  repre- 
sentation may  easily  connive  to  raise  wages  with  the 
understanding  that  the  increased  cost  of  production  is 
to  be  passed  on  to  the  public  in  the  shape  of  higher 
prices  for  the  articles  or  service  furnished  by  the  trade 
for  which  the  board  makes  a  determination.  A  judge 
of  an  arbitration  court  would  be  far  more  likely  to  con- 
sider the  public  welfare  and  the  effect  on  prices  of  an 
increase  of  wages. 

Finally  the  advocates  of  arbitration  point  to  the 
fact  that  the  sphere  of  influence  of  a  state  wages  board 
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is  limited  to  the  boundaries  of  the  particular  state.  It 
may  be  unable  to  raise  the  wages  of  even  poorly  paid 
labor  if  the  industry  is  one  in  which  there  is  keen  compe- 
tition with  establishments  located  outside  the  state, 
while  on  the  other  hand  a  state  wages  board  may  neglect 
altogether  the  interests  of  people  of  other  states  and  by 
its  manipulation  of  the  wage  scale  seek  to  attract  trade 
to  its  own  state.  This  claim  is  of  course  not  advanced 
in  favor  of  a  state  arbitration  court;  but  it  is  a  strong 
argument  in  favor  of  extending  the  powers  and  activi- 
ties of  the  Commonwealth  Arbitration  Court,  and  is 
therefore  strongly  urged  in  Victoria.  Indeed  one  may 
say  that  the  most  ominous  influence  now  threatening 
the  Victorian  wages  boards  is  the  steadily  growing  power 
of  the  Conunonwealth  Arbitration  Court.  The  politi- 
cal friends  of  the  wages  boards,  men  like  Deakin, 
Mauger,  Watt  and  Murray,  see  the  shadow,  but  as  yet 
have  been  unable  to  devise  any  satisfactory  plan  for 
averting  this  danger  to  the  boards.  When  one  considers 
the  fact  that  as  industries  grow,  their  markets  are  not 
limited  by  state  boimdary  lines  and  consequently  they 
can  be  satisfactorily  regulated  only  by  a  power  which  is 
interstate  in  character,  he  can  easily  see  why  the  power 
of  the  Commonwealth  Arbitration  Court  is  likely  to 
grow  at  the  expense  of  the  state  wages  boards  and  state 
arbitration  courts.  But  the  Conunonwealth  Arbitration 
Court  is  not  limited  to  the  regulation  of  industries 
which  are  interstate  in  character.  It  has  jurisdiction 
over  industrial  disputes  '^  extending  beyond  the  limits 
of  any  one  state." 

To  get  a  case  heard  by  the  Conunonwealth  Arbitra- 
tion Court  it  is  only  necessary  for  employees  in  estab- 
lishments situated  in  different  states  to  make  the  same 
demand  at -approximately  the  same  time  upon  their 
employers,  which,  when  refused,  constitutes  a  dispute 
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'^  extending  beyond  the  limits  of  any  one  state." 
Laborers  dissatisfied  with  what  they  have  been  able  to 
secure  through  wages  boards  may  easily  foment  a  dis- 
pute which  will  bring  their  case  before  the  Conmion- 
wealth  Arbitration  Court.  The  popularity  with  the 
laboring  classes  of  Mr.  Justice  Higgins,  who  for  several 
years  has  presided  over  the  Commonwealth  Arbitration 
Court,  has  increased  the  desire  to  get  cases  into  court; 
and  the  rapid  growth  within  the  past  two  years  of  the 
number  of  cases  presented  to  the  Court  for  hearing  has 
necessitated  the  appointment  of  two  additional  judges; 
a  development  which  clearly  shows  that  there  is  a  dis- 
position to  make  full  use  of  the  Court. 

Nevertheless,  it  is  not  probable  that  the  wages  boards 
will  soon,  if  ever,  disappear.  Their  success  and  popu- 
larity in  Australia  has  been  too  great  to  warrant  such  an 
assumption. .  The  fact  that  even  the  arbitration  states 
have  adopted  or  retained  the  wages  boards  and  incor- 
porated them  into  their  arbitration  systems  shows  that 
there  is  a  real  need  for  these  preliminary  conferences 
between  employers  and  employees  to  endeavor  to  reach 
an  agreement  in  matters  in  controversy  before  the  dis- 
pute goes  —  if  it  does  go  —  to  the  arbitration  court. 
The  fact  that  in  the  great  majority  of  cases  an  agree- 
ment is  reached  in  these  conferences  augurs  well  for  the 
continuation  of  the  conciliation  plan. 

M.  B.  Hammond. 

Ohio  State  Univebsitt. 
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MOORE'S  ECONOMIC  CYCLES 

In  this  volume  ^  Prof  eeeor  Moore  again  makes  use  of  his 
characteristic  method,  developed  in  his  earlier  volume  on 
Laws  of  Wages.  The  method,  in  brief,  is  to  derive  economic 
laws  inductively  from  statistics  by  means  of  the  modem 
refined  methods  of  the  calculus  of  probabilities.  The  specific 
problem  in  the  present  instance  is  to  derive  the  law  of  business 
cycles  of  expansion  and  depression  from  data  as  to  rainfall, 
crops,  and  prices. 

First,  by  an  application  of  Fourier's  formula  to  data  as  to 
rainfall  in  the  Ohio  valley  and  in  Illinois,  he  finds  that  the 
annual  rainfall  obeys  a  compound  cyclical  law  based  on  cycles 
of  eight  and  thirty-three  years.  He  then  correlates  the  rain- 
fall at  the  critical  period  of  growth  for  each  crop  with  the 
total  yield  and  with  the  yield  per  acre  of  the  principal  staple 
crops.  These  in  turn  are  correlated  with  prices  of  pig  iron 
and  with  general  prices.  The  laws  which  he  derives  from 
this  analysis  may  be  briefly  stated  as  follows.  The  annual 
rainfall,  as  just  stated,  obeys  a  law  of  compound  cycles  of 
eight  and  tliirty-three  years'  duration.  The  yield  of  the 
great  staple  crops,  both  the  gross  yield  and  the  yield  per  acre, 
obeys  a  similar  law,  presumably  in  the  relation  of  cause  and 
effect.  The  upward  phase  of  a  period  of  agricultural  prod- 
uctivity brings  with  it,  allowing  a  lag  of  a  few  years,  a  period 
of  general  business  expansion,  characterized  by  an  increased 
demand  for  producers'  goods  (of  which  pig  iron  may  be  taken 

^  >  Eoonomio  QyelM:  their  Law  aiid  Cause.    By  Henry  LudweQ  Moore.  •  New  York, 
Tha  Mafflnfllan  Company. 

Tha  raviewar  wiehes  to  aoknowladce  his  indebtedneas  to  Sewall  G.  Wright  for 
▼ahiable  augiestions,  and  anistanoe  in  making  the  computations  involved  in  preparing 
this  review. 

en 
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as  typical),  increased  employment  of  labor,  an  increased 
demand  for  all  kinds  of  goods,  and  a  consequent  rise  in  general 
prices.  This  process  is  arrested  when  the  cycle  of  agricultural 
productivity  begins  its  downward  phase;  and  a  reverse  series 
of  phenomena  then  appears.  In  the  author's  words:  "These 
cycles  of  crops  constitute  the  natural,  material  current  which 
drags  upon  its  surface  the  lagging,  rhythmically  changing 
value  and  prices  with  which  the  economist  is  more  immedi- 
ately concerned."  * 

As  a  necessary  step  in  the  logical  course  of  his  argument, 
Professor  Moore  also  makes  some  interesting  studies  in  de- 
mand curves.  From  tables  of  the  output  and  prices  of  certain 
staple  goods  he  constructs  a  percentage  demand  curve  by 
making  the  abscissas  proportional  to  the  percentage  change  in 
output  for  each  year  above  or  below  the  output  for  the  pre- 
ceding year  (each  preceding  year  being  successively  used  as  a 
base),  while  the  ordinates  are  made  proportional  to  the 
corresponding  changes  in  prices,  similarly  computed.  From 
this  exploration  he  emerges  with  what  he  appears  to  regard  as 
a  surprising  discovery,  namely,  the  discovery  of  a  new  type 
of  demand  curve.  "  Our  representative  crops  and  represen- 
tative producers'  good  exemplify  types  of  demand  curves  of 
contrary  character.  In  one  case,  as  the  product  increases  or 
decreases  the  price  falls  or  rises,  while,  in  the  other  case,  the 
price  rises  with  an  increase  of  the  product  and  falls  with  its 
decrease."*  In  connection  with  this  discovery  he  treats 
somewhat  patronizingly  the  whole  ceteris  paribus  type  of 
reasoning  of  his  predecessors.  The  universal,  n^atively 
inclined  demand  curve  of  Professor  Marshall  is  characterised 
as  "  an  idol  of  the  static  state."  The  fruitfulness  of  the 
statistical  method  is  contrasted  with  the  "  vast  barrenness  " 
of  the  conventional  method. 

Take,  for  example,  the  question  <^  the  effect  of  the  weather  upon 
crope.  What  a  usdess  bit  of  speculation  it  would  be  to  tiy  to  solve,  in  a 
hypothetical  way,  the  question  as  to  the  effect  of  rainfall  upon  the  crops, 
other  unenumerated  elements  of  the  weather  remaining  constant!  The 
question  of  the  effect  of  temperature,  ceteris  paribus!     How,  finally, 

>  Pace  149.  «  Pace  114. 
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would  a  qmthfisis  be  made  of  the  several  individual  effects  7  The 
statistical  method  of  multiple  correlation  fonnulates  no  such  vain 
questions.  It  inquires,  directly,  what  is  the  relation  between  crop  and 
rainfall,  not  ceteris  paribus^  but  other  things  changing  according  to  their 
natural  order;  what  is  the  relation  between  crop  and  temperature, 
other  things  conforming  to  the  observed  changes  in  temperature;  and, 
finally,  what  is  the  relation  between  crop  and  rainfall  for  constant  val- 
ues <^  temperature  ?  ^  The  problem  of  the  effects  of  the  constituent 
factors  is  solved  only  after  the  more  general  problem  has  received  its 
solution.  This  method  offers  promise  of  an  answer  to  the  question  as 
to  the  relation  between  the  effective  demand  price  and  the  supply  of  the 
commodity.* 

A  valuable  feature  of  Professor  Moore's  work  is  the  inser- 
tion of  the  tables  of  statistics  upon  which  his  argument  is 
based.  This  enables  the  reader,  if  so  inclined,  to  check  or 
supplement  the  reasoning.  Numerous  periodograms  and 
examples  of  demand  curves  also  illustrate  the  subject  matter. 

There  can  be  no  difference  of  opinion  as  to  the  great  value 
of  Professor  Moore's  method.  He  is  doing  pioneer  work  and 
is  doing  it  with  painstaking  detail  and  thoroness.  The 
more  economic  theory  can  be  reduced  to  the  status  of  an 
exact  science,  the  more  serviceable  will  it  become  in  bringing 
to  finer  order  and  adjustment  our  intricate  and  highly  or- 
ganized modem  life.  It  is,  therefore,  with  diffidence  that  I 
approach  the  task  of  criticizing  a  book  involving  at  once  such 
keen  mathematical  insight  and  such  immense  industry  in 
laborious  detail.  Yet,  to  me,  it  falls  short  of  conclusiveness. 
Several  links  in  the  logical  chain  seem  to  need  closer  scrutiny. 
.  In  the  first  place,  the  alleged  discovery  of  an  eight-year 
cycle  is  suspicious.  It  certainly  does  not  harmonize  with 
data  relating  to  industrial  crises.  These  are  known  to  follow 
more  nearly  a  ten-year  cycle.  Now  an  eight-year  cycle,  how- 
ever adjusted  to  the  dates  usually  given  for  crises,  would 
bring  some  at  a  period  of  high  prices,  some  at  a  period  of  low 
prices,  and  some  at  intermediate  points.  It  is  clear,  then, 
that  if  Professor  Moore's  economic  cycles  are  real,  they 

A  Th«  full  multiple  correlation  here  susgeeted  is  not,  however,  carried  out  In  the 
text. 

>  Pp.  67,  68. 
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repreeent  a  phenomenon  disconnected  with  the  well  known 
phenomenon  of  industrial  revulsions.  This  discrepancy  led 
me  to  undertake  an  independent  study  of  the  data. 

It  was  first  observed  ^t  the  eight  and  thirty-three  year 
cycles  were  derived  from  data  as  to  annual  rainfall,  while  the 
^rtiole  argument  rests  upon  the  effective  rainfall  at  the  critical 
periods  of  growth  of  the  several  crops  considered.  Professcv 
Moore  fails  to  correlate  these  two.  Perhaps  he  may  have 
regarded  it  as  safe  to  assume  that  if  the  annual  rainfall  fol- 
lows an  eight-year  cycle,  the  same  would  be  true  of  effectivB 
rainfall.  Yet  while  a  study  of  the  data  for  annual  rainfall 
reveals  a  fairly  well  marked  cycle  of  eight  years  with  an 
amplitude  of  4.13  (p.  24),  the  periodograms  for  effective 
rainfall  (pp.  46, 47, 48,  54)  show  only  a  very  minor  indication 
of  an  eight-year  cycle  (amplitudes,  0.21,  1.71,  0.21,  0.24). 
There  is  more  indication  of  a  four-year  cycle  (amplitudes, 
1.22, 1.39, 1.22,  0.40).  The  periodograms  give  the  same  im- 
pression to  the  eye.  Now,  later  in  the  text,  when  general 
prices  are  correlated  with  crops,  a  lag  of  four  years  is  allowed 
to  give  time  for  the  crops  to  show  their  effect  in  prices.  If 
the  cycle  of  rainfall  is  four  years  and  if  rainfall  is  the  efficient 
cause  of  fluctuation  in  crops,  clearly  a  lag  of  four  years  is 
meaningless  —  prices  could  hardly  be  one  full  cycle  in  ad- 
vance of  their  efficient  cause. 

Still,  there  might  be  a  mean  effective  rainfall  cycle  of  longer 
period  than  four  years,  but  not  necessarily  eight,  which  would 
account  for  the  high  correlation  between  crops  and  prices 
noted  later  in  the  text.  To  investigate  for  such  a  cycle  the 
foUowiog  method  was  employed.  It  is  confessedly  less 
exhaustive  than  Professor  Moore's  method  of  amplitudes  but 
is  believed  to  be  fairly  conclusive  —  at  least,  sufficiently  con- 
clusive to  form  the  basis  of  a  working  hypothesis.  If  a  series 
of  numbers  be  given,  then  by  means  of  the  formula,^ 

[a,  «  standard  derivation  of  the  differences.] 

>  This  formuU  is  given  in  "  A  short  method  of  caloul*ting  the  ooeffinient  of  eomi*- 
tion  fai  the  OMe  of  intecral  variates.'*    J.  A.  Harris.     Biometrioa,  vol.  vii,  p.  214. 
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each  number  in  the  series  may  be  correlated  with  its 
adjacent,  its  second,  its  third,  its  fourth,  etc.  If  the  series 
conceals  a  true  cyde,  it  will  be  revealed  by  this  process. 
For,  suppose  the  cycle  to  be  one  of  eight  years,  then  when  each 
number  is  correlated  with  its  eighth,  we  shall  have  a  hi^ 
positive  correlation,  approaching  unity.  When  each  number 
is  correlated  with  its  fourth,  the  result  will  be  a  high  nega- 
tive correlation;  with  its  second  and  sixth,  approximately  0; 
with  its  adjacent  and  seventh,  a  low  positive,  and  with  its 
third  and  fifth,  a  low  n^ative  correlation.  In  other  words, 
if  there  be  a  true  oyde,  the  application  of  this  method  will 
reveal  a  cycle  of  correlations.  If  a  short  cycle  were  super- 
posed upon  a  larger  one,  it  might  weU  happen  that  all  the 
correlations  would  be  positive  for  the  minor  cycle.  Even 
then  there  would  be  a  cycle  of  these  positive  correlations 
with  respect  to  magnitude,  as  is  shown  in  the  case  of  crops. 
See  footnote. 

An  application  of  this  method  to  mean  effective  rainfall 
failed  to  give  evidence  of  an  eight-year  cyde,  but  did  give 
some  evidence  of  a  seven-year  cycle,  and  possibly  also  of  a 
cycle  of  between  three  and  four  years.  The  same  method 
applied  to  data  of  yidd  per  acre  of  nine  principal  crops  gave 
good  evidence  of  a  seven-year  cycle,  but  when  applied  to 
prices  a  well-marked  cycle  of  nine  years  was  revealed.*  These 
results  were  checked  by  constructing  historigrams  from  the 
data  and  observing  the  intervals  between  successive  maxima 
and  minima.  Now  it  is  to  be  noted  that  in  the  case  of 
general  prices  the  correlation  of  each  number  with  its  tenth 
is  nearly  as  high  as  with  its  ninth,  and  a  study  of  the  histori- 
gram  (Fig.  1)  reveab  points  of  maxima  at  1873,  1883,  1893, 

>  Mean  effective  rainfall:  n  -  -  0.138,  r,  «  -  0.174,  r,  -  0.068.  r^  «  0.199, 
r,  -  -  0.311.  r,  -  0.035.  r,  -  a330,  r,  -  -  0.096. 

Ctosm;  ri  -  0,280,  r,  -  a281.  r,  -  aiM.  r«  «  O.lia  r»  -  0.120,  r«  -  0.146, 
r,  -  a491.  u  -  0-171. 

General  prioee;  ri  -  0.600.  r,  -  a380.  r,  -  -  0.260,  r«  -  -  0.625,  r»  -  -  0.310. 
r«  -  -  a3a0.  rv  «  -  0.034,  r,  -  0.201,  r.  -  0.401,  r„  -  a348. 

It  must  be  oonfeMed  that  the  figures  in  the  oaae  of  mean  effective  ndnf all  are  very 
inoonduflive.  The  negative  leeult  (rj  i-  —  0.138).  when  each  number  is  oonelated 
with  its  adjacent,  makes  it  questionable  whether  there  is  any  true  cycle.  The  positive 
correlation  (r,  ■>  0.330),  when  each  number  is  oorrolated  with  its  seventh, may  be  due  to 
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and  1907.  All  of  these  points  are  followed  by  a  sharp  decline 
and  the  dates  are  those  associated  nvith  industrial  crises. 
This  is  certainly  suggestive.  The  other  point  of  Tnayimutn  is 
at  1900.  There  ¥ras  a  crisis  in  1903,  but  here  the  connection 
is  not  so  close.  The  crisis  of  1903  appears  to  have  fallen 
during  a  decline  in  prices  instead  of  immediately  preceding  it. 
A  nine-year  periodogram  is  fitted  to  the  crude  data,  as  shown 
in  the  figure.     The  closeness  of  the  fit  is  striking. 

An  apparently  strong  argument  for  Professor  Moore's 
theory  is  found  in  the  high  correlation  between  the  yield  of 
crops  per  acre  and  general  prices,  after  allowing  for  a  lag  of 
four  years.  This  is  surprising,  since,  from  what  has  been  said 
in  the  preceding  paragraph,  the  periods  appear  to  be  different 
—  one  seven  years  and  the  other  nine  or  ten  years.  But  an 
inspection  of  the  historigrams  (p.  123)  reveals  the  probable 
cause  of  this  high  correlation.  In  both  cases  the  minor 
cycles  are  superposed  upon  a  larger  cycle  (possibly  Professor 
Moore's  thirty-three  year  cycle)  .^  In  the  case  of  crops  there 
is  a  distinct  downward  trend  from  1870  to  about  1892,  and 
from  there  upward  to  1910.  In  the  case  of  general  prices  the 
downward  trend  extends  from  1870  to  about  1896  and  th^ioe 
upward  to  1910.  Hence  if  a  lag  of  four  years  be  allowed  (or 
even  without  it),  a  high  correlation  would  be  shown  because 
of  these  general  trends,  even  if  there  were  no  correlation 
whatever  from  the  minor  cycles.  I  tried  the  experiment  of 
eliminating  these  general  trends  and  obtained  the  following 
results.  Lag  of  four  years,  r  «  0.353;  three  years,  r  =  0.341 
two  years,  r  =  0.184;  one  year,  r  «  0.026.  The  first  of 
these  results,  tho  much  smaller  than  Professor  Moore's 
(r  ^  0.800),  is  still  striking.  The  experiment  was  tried  of 
holding  the  two  historigrams  up  to  a  window,  one  superposed 
upon  the  other,  and  then  sliding  one  upon  the  other  so  as  to 
accord  with  a  lag  of  four  years.  The  crops  showed  one  more 
complete  cycle  than  the  prices  in  the  interval  from  1870  to 
1910,  but,  the  cycles  constructed  from  the  crude  data  being 

1  Tho  in  the  case  of  general  prioes  this  would  be  oompUoated  with  the  effect  of 
ohanges  in  the  woild'a  gold  supply.  It  would  be  necessary  to  apply  the  method  of 
multiple  correlation  to  eUminate  this  effect. 
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ooDfesfledly  irregular,  there  was  a  rather  surprising  congru- 
ence in  some  parts  of  the  two  historigrams.^  Whether  this 
congruence  is  to  be  accounted  for  by  rainfall  or  by  accident 
can  be  determined  only  by  data  extending  over  a  longer 
period  of  time.  The  historigrams  referred  to  in  this  para- 
graph, with  accompanying  periodograms,  are  shown  in 
Figures  1  and  2.  In  the  case  of  general  prices  the  trends  have 
been  eliminated.  In  the  case  of  crops  they  have  been  ac- 
counted for  by  assuming  a  thirty-three  year  cycle. 


Qeneral  Prioee:  Nine-Tear  Cycle. 

Equation;  y  -  16.1  +  6.7  sin  (—  +  830.6<'). 

General  trends  from  1870  and  1910  to  1896  eliminated. 


1/i^       ii^         iHo         iiis  f*90         it9S         f4po         i4M         f4fA 

Anniial  Yield  ol  Nine  Grope:  Seven  and  thirty-three  Tear  Cydee. 
Equation;  y  -  102.6  -H  4.33  ein  (^^+  77.y)  -H  9.34  dnV^*  +  88.y) . 


>  Thie  erode  Tfaual  test  is  only  intiodnoed  as  sugtestive.    Needlees  to  say,  it  faOs 
far  short  of  oondnsireness. 
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In  conclusion  of  thifi  phase  of  the  subject  the  suggestion  is 
offered  that  before  any  cycles  relating  to  rainfall  can  be 
r^^arded  as  conclusive,  some  adequate  astronomical  or 
meteorological  cause  should  be  adduced. 

Professor  Moore's  studies  in  demand  curves  illustrate  the 
principle  that  the  need  of  checking  statistical  inductions  by 
abstract  reasoning  is  quite  as  great  as  that  of  verifying 
abstract  reasoning  by  statistics.  The  demand  curves  for 
crops  harmonize  perfectly  with  theory:  the  conditions  of 
demand  remain  approximately  constant;  there  is  an  increased 
output  of  crops  (very  probably  due  to  heavier  rainfall) ;  with 
the  diminishing  utility  due  to  this  increased  supply,  the 
marginal  utility  and  hence  the  price  falls.  But  how  about  the 
"  new  type,"  the  ascending  demand  curve  for  pig  iron,  is  it  so 
hopelessly  irreconcilable  with  theory?  Not  at  all.  The 
conditions  of  demand  are  changed  (very  probably  by  im- 
proved business  conditions)  in  the  direction  of  a  rapid  and 
continuous  increase.  This  would  be  indicated,  conformably 
to  theory,  by  shifting  the  entire  demand  curve  progressively 
to  the  right.  The  ordinates  to  this  shifting  curve,  corres- 
ponding with  the  lagging  supply,  will  yield  Professor  Moore's 
"  new  type."     Thus  (see  Figure  3) : 


D,  D',  D",  etc.,  represent  the  conditions  of  increasing 
demand.  OQ^  0Q\  OQ",  etc.,  the  corresponding  lagging 
supply.  PQ,  P'Q',  P"Q",  etc.,  the  marginal  utilities  (and 
hence  prices)  corresponding  with  these  supplies,  and  AB  the 
"  new  type  "  of  demand  curve. 
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The  above  explanation  is  essentially  that  made  by  Pro- 
fessor Moore  himself  when  he  comes  to  interpret  the  results 
of  his  statistical  analysis.  The  only  point  here  made  is  the 
necessity  of  having  a  consistent  body  of  theory  to  interpret 
just  such  results  as  that  of  the  pig  iron  demand  curve.  Sup- 
pose,  for  example,  we  were  to  accept  as  universal  the  inductive 
law  of  producers'  goods  given  on  page  114.  "  The  price 
rises  with  an  increase  of  the  product  and  falls  with  its  de- 
crease"; and  suppose,  furthermore,  that  manufacturers  of 
pig  iron  on  the  strength  of  this  '^ universal  law''  should 
deliberately  double,  treble,  or  quadruple  their  output  in  the 
confident  expectation  that  prices  would  rise  proportionately: 
I  fear  that  thereafter  Professor  Moore  would  not  stand  high 
as  a  prophet  among  producers  of  pig  iron. 

An  interesting  by-product  of  the  analysis  is  found  in  the 
possibility  of  predicting  prices  of  the  great  agricultural  staples 
for  any  year  from  estimates  as  to  3rield.  As  ahready  explained 
the  demand  curves  were  constructed  by  first  plotting  as 
abscissas  and  ordinates  the  crude  data  representing  the  per- 
centage in  change  in  yield  and  price  for  each  year  as  compared 
with  the  preceding  year,  and  then  fitting  the  best  '^  skew  "  to 
the  crude  data  so  plotted.  The  prediction  of  prices  for 
staple  crops  is  a  matter  of  no  little  practical  importance, 
especially  to  large  dealers  and  speculators  in  futures.  To 
such  Professor  Moore's  method  may  prove  serviceable.  May 
I  venture  to  suggest  a  slight  improvement  in  respect  to  the 
selection  of  a  curve?  Professor  Moore  uses  the  cubic, 
y  —  a  +  hx  +  ixx?  +  dx*.  Now  there  is  no  a  jniori  reason 
why  the  demand  curve  should  assume  the  form  of  a  cubic. 
There  is  no  reason  to  suppose  that  the  demand  curves  for 
com,  hay,  oats,  and  potatoes  change  their  elasticity  in  the 
curious  ways  shown  near  the  extremities  of  the  curves  on 
pages  73,  74,  75,  and  76.^     These  peculiarities  arise  simply 

1  Ftofeasor  ManhaH  (Prindplea  of  Eoonomios,  p.  161)  holds  that  for  *'  neariy  all 
oonunodities*'  the  elasticity  of  demand  is  greater  for  the  middle  range  of  prices  than  for 
prices  either  very  high  or  very  low.  This  principle  might  seem  to  Justify  the  use  of  a 
cubic  when  it  takes  the  form  shown  in  the  demand  curve  for  com  (Fig.  4).  But  it  is 
quite  as  likely  to  take  the  fonn  shown  in  the  demand  curve  for  oats  (Fig.  6).  This 
would  illustrate  a  precisely  opposite  principle,  — indeed  it  shows  a  condition  at  its 
extremities  which  is  obviously  absurd. 
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from  the  fact  that  a  point  of  inflection  is  a  property  of  the 
cubic.  On  the  other  hand  there  is  some  slight  a  priori  ground 
for  supposing  the  demand  curve  to  be  of  the  hyperbola  t3rpey 
a  curve  without  points  of  inflection.  In  the  case  of  the  value 
of  money,  it  can  be  demonstrated  that  the  demand  curve  is 
the  equilateral  hyperbola.  As  Earl  Pearson  has  pointed  out, 
the  problem  in  curve-fitting  lies  quite  as  much  in  ^e  selection 
of  the  right  type  of  curve  as  in  the  fitting  of  it  to  the  data 
when  selected.^  Accordingly  the  experiment  was  tried  of 
fitting  equilateral  hyperbolas  to  the  data  for  the  above 
mentioned  staple  crops.  The  method  of  moments  was 
employed,  the  method  of  least  squares  being  inappUcable. 
The  results  obtained  in  the  case  of  com  and  oats  are  shown  in 
Figures  4  and  5. 

In  conclusion  it  is  fair  to  say  that  Professor  Moore's  volume 
is  most  suggestive  and  stimulating.  Yet  it  may  be  ques- 
tioned whether  the  main  contention  of  business  cycles  based 
upon  rainfall  is  fully  proved.  As  they  say  in  legislative 
bodies,  it  would  perhaps  be  best  to  "  refer  the  whole  matter 
back  to  the  committee  for  further  study." 

Philip  G.  Wright. 
Habyabd  Unxvebsitt. 

1  "  ThuB,  in  fitting  an  empirical  curve  to  observation  it  is  all  important  to  make  a 
suitable  choice  of  that  curve,  that  is,  to  determine  whether  it  should  be  algebraio,  ex- 
ponential, trigonometric,  etc."  —  On  Systematic  Curve  Fitting,  Part  II.  Biometrica, 
vol.  ii,  p.  16. 


O/' 
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TWO  BIOGRAPHIES  OP  INVENTORS:  DICKIN- 
SON'S LIFE  OF  FULTON  AND  MORSE'S 
LETTERS  OF  MORSE » 

Thbsb  books  deserve  the  attention  of  economists  for  the 
same  reason  as  the  life  of  Edison  recently  reviewed  in  these 
columns.'  The  biographies  of  inventors  throw  li^t  upon  the 
instinct  of  contrivance,  and  on  the  psychological  problems 
connected  with  it,  as  well  as  upon  the  course  of  economic 
development. 

There  is  a  curious  similarity  between  the  careers  of  Morse 
and  of  Fulton.  Both  b^an  as  painters,  and  gave  promise 
of  at  least  respectable  achievement  in  the  field  of  art.  Both 
gave  up  the  artist's  profession  in  middle  life,  and  turned  de- 
liberately and  successfully  to  the  perfecting  of  mechanical 
contrivances.  Both  spent  much  time  in  Europe,  and  there 
came  into  contact  with  distinguished  persons  of  various  kinds, 
evidently  making  a  marked  impression  on  all  whom  they  met. 
Each  is  associated  with  one  famous  advance  in  the  arts,  — 
Fulton  with  the  steamboat,  Morse  with  the  telegraph. 

Both  biographies  contain  interesting  and  novel  matter. 
Tho  neither  is  the  first  for  its  subject,  neither  fails  to  add  sub- 
stantially to  our  knowledge.  Mr.  Dickinson's  Life  of  Ful- 
ton is  based  largely  upon  documentary  evidence,  and  quotes 
freely  from  Fulton's  letters  and  memoranda.  On  the 
technical  side  it  seems  to  be  excellently  done.  Mr.  E.  S. 
Morse's  Life  of  his  father  is  a  larger  and  in  some  ways  more 
ambitious  book,  giving  a  full  picture  of  a  most  remarkable 
personality.  The  first  volume  follows  that  part  of  Morse's 
career  in  which  he  was  a  painter,  and  a  painter  of  distinctly 
more  promise  than  seems  ever  to  have  been  the  case  with 
Fulton.    The  second  volume  deals  with  his  later  years,  idien 

>  H.  W.  Diokiiiflon,  Robert  Fulton,  Engineer  and  Artist;  his  life  nad  Worin. 
London  and  New  Yorlc,  John  Lane*  1913. 

Samuel  F.  B.  Motee,  Hie  Letters  and  Journals,  edited  by  E.  L.  Morse,  2  vols.  Bo»- 
ton,  Houchton  Mifflin  Co.,  1014. 

*  Vol.  nvi.  p.  776  (August,  1012). 
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he  was  absorbed  in  the  telegraph.  It  is  difficult  to  conceive 
anything  more  extraordinary  than  the  complete  change  that 
took  place  in  his  interests  and  ideals.  The  refusal  of  a  con- 
gressional committee  to  give  him  a  commission  for  painting 
a  panel  in  the  rotunda  at  Washington  seems  to  have  com- 
pletely crushed  his  ambition  as  a  painter.  He  turned  at 
once  to  the  development  of  the  telegraph,  for  which  the 
essential  device  had  long  been  in  his  mind.  Morse's  letters, 
as  published  in  these  volumes,  give  accounts  of  his  European 
experiences  as  a  painter,  and  of  similar  experiences  in  later 
life  when  the  tel^raph  had  made  him  famous.  They  are 
interesting  quite  apart  from  the  aspects  which  concern  the 
economist. 

Fulton  shows  all  the  characteristics  of  the  bom  inventor. 
Tho  not  fairly  bubbling  over  with  new  contrivances,  like 
Watt,  Cartwright,  Ericsson,  and  Edison,  he  gave  attention 
to  a  number  of  inventions  and  experimented  all  his  life  with 
one  or  another  of  them.  As  a  young  man  he  went  to  Eng- 
land, and  there  tried  to  establish  his  position  and  earn  his 
living  as  a  painter.  But  he  ¥ras  interested  at  the  same  time 
in  the  crowd  of  schemes  and  experiments  then  in  vogue  in 
England  as  weU  as  in  the  United  States.  This  was  the  era 
of  canals,  and  Fulton  elaborated  a  scheme  for  small  canals, 
with  inclined  planes,  by  means  of  which  light  canal  boats 
were  to  be  hauled  from  one  level  to  another;  a  substitute  for 
locks  which  illustrates  the  fertility  as  well  as  the  impracti- 
cability of  so  much  scheming  among  inventors.  He  devised 
an  early  panorama,  which  proved  profitable  in  Paris  and  for 
some  time  was  his  main  source  of  support.  He  was  en- 
thusiastic about  a  submarine  boat,  in  which  he  succeeded  in 
enlisting  for  a  while  Napoleon's  interest.  The  craft  was 
entirely  unmanageable  with  the  motive  powers  then  known, 
and  Napoleon  was  shrewd  enough  to  let  it  go  after  a  little 
examination.  Nevertheless,  Fulton  succeeded  so  far  in 
frightening  the  British  Admiralty  about  its  possibilities  that 
he  was  bou^t  off  for  a  handsome  sum,  and  so  was  enabled 
to  make  his  way  to  the  United  States.  After  his  return  to 
his  native  country,  he  gave  his  attention  almost  solely  to  the 
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steamboat,  for  which  he  had  already  formed  the  well-known 
partnership  with  Livingston.  It  deserves  to  be  remembered 
that  while  in  England  he  saw  much  of  the  indefatigable  Cart- 
wright,  and  doubtless  got  much  stimulus  from  that  prolific 
person. 

It  is  clear  that  the  instinct  of  contrivance  was  strong  in 
Fulton.  But  he  was  far  from  indifferent  to  pecuniary  con- 
siderations. He  bargained  most  persistently  with  the  French 
and  the  British  about  his  submarine  and  his  torpedoes.  He 
labored  assiduously  to  get  a  steamboat  monopoly  on  the 
Hudson  for  his  partnership,  and  to  get  similar  exclusive  privi- 
leges on  the  lower  Mississippi  and  on  the  Neva  (from  Peters- 
burg to  Eronstadt).  Apparently  he  dropped  painting  because 
there  was  little  prospect  of  good  remuneration  from  it;  his 
work  had  been  chiefly  upon  portraits  and  miniatures.  His 
biographer  remarks  that ''  it  cannot  be  denied  that  he  never 
n^ected  an  opportunity  for  profiting  pecuniarily  by  his  in- 
ventions." There  was  doubtless  some  unconscious  inversion 
of  emphasis  when  he  wrote  to  his  friend  Joel  Barlow  about 
the  steamboat, ''  Although  the  prospect  of  personal  emolu- 
ment has  been  some  inducement  to  me,  yet  I  fed  infinitely 
more  pleasure  in  reflecting  on  the  immense  advantage  that 
my  country  will  draw  from  the  invention." 

Morse  showed  in  the  early  part  of  his  career  less  evidence 
of  the  contriving  bent  than  Fulton.  Indeed,  in  this  biography 
little  is  said  of  the  evidences  of  mechanical  talent  and  interest 
during  the  first  period  of  his  life.  More  material  on  this 
aspect  of  his  career  is  to  be  found  in  previous  biographies,  and 
more  particularly  in  that  of  Prime.  It  was  natuntl  enough 
that  among  the  devices  to  which  he  gave  attention  as  a  young 
man  was  a  machine  for  reproducing  statuary.  A  pie6e  of 
mechanism  for  the  same  purpose,  it  may  be  noted  by  the 
way,  had  also  long  engaged  the  interest  of  a  more  celebrated 
inventor,  James  Watt;  like  other  devices,  it  was  experimented 
with  at  least  a  century  before  being  brought  into  serviceable 
shape.  Morse  was  also  keenly  interested  in  Daguerre's  in- 
vention. He  corresponded  with  Daguerre,  first  suggested  the 
possibility  of  taking  photographs  of  living  persons,  and  for 
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a  while  supplemented  hifi  income  by  making  such  photographs 
for  profit.  Nevertheless,  it  remained  true  that  painting 
absorbed  his  interest  during  his  earlier  career,  and  that  in 
later  life  the  one  invention  to  which  he  gave  assiduous  atten- 
tion was  the  telegraph.  The  plan  for  a  dot  and  dash  alphabet 
seems  to  have  flashed  across  him  during  the  voyage  across 
the  Atlantic  on  the  Sully,  It  was  years,  however,  before  he 
turned  to  its  detailed  development,  —  a  consequence,  as 
already  noted,  of  the  crushing  disappointment  of  1837.  His 
enthusiasm  for  art  seems  to  have  ceased  with  extraordinary 
suddenness  when  the  congressional  committee  in  that  year 
refused  to  give  him  the  commission  for  painting  the  Rotunda 
panel.  Thereafter  for  many  years  he  labored  with  a  perti- 
nacity that  was  abnost  monomaniac  on  the  elaboration  of 
the  telegraphic  device. 

Morse  was  an  unusual  person  in  every  way.  He  had  wide 
interests  and  an  impressive  and  attractive  personality,  but  also 
eccentricity  and  an  unmanageable  temper.  He  was  almost 
always  in  hot  water,  carrying  on  vehement  controversies  with 
all  sorts  of  people,  and  too  often  quarreling  with  his  associates. 
Characteristics  of  this  sort  appear  conunonly  enough  in  the 
make-up  of  persons  who  have  the  creative  temperament.  His 
son,  who  edits  this  biography  with  frankness  as  well  as  with 
filial  devotion,  admits  that  there  was  much  to  deplore  in  what 
was  said  and  written  by  the  father.  Morse  had  strong  relig- 
ious faith  of  the  orthodox  sort,  and  believed  himself  an  in- 
strument in  the  hands  of  the  Deity  for  achieving  great  results. 
It  was  no  doubt  a  manifestation  of  this  sort  of  religious  faith 
that  he  had  an  extraordinary  fear  of  the  Roman  Catholics, 
and  honestly  believed  in  the  existence  of  a  Roman  Catholic 
plot  for  getting  control  of  the  United  States.  This  same 
religious  belief  explains  his  attitude  toward  slavery.  One 
who  read  the  Old  Testament  with  the  sort  of  faith  that  Morse 
had  might  easily  believe  that  slavery  was  a  social  condition 
ordained  by  divine  wisdom  for  certain  communities,  and  not 
at  all  a  sin;  which  in  turn  explains  why  he  was  lukewarm  for 
the  North  during  the  civil  war,  and  might  be  described  as  a 
copperhead.     In  perfecting  the  tel^raph  he  felt,  with  un- 
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questionable  sinoerity,  that  he  was  doing  a  great  work  for  the 
glory  of  God.  It  gave  him  vast  satisfaction  that  the  first 
passage  which  was  flashed  across  the  wires  was  a  phrase  from 
the  Old  Testament:  ''What  hath  God  wrou^tl ''  He  wrote 
to  his  brother,  "  That  sentence  was  divinely  indited." 

It  is  not  at  all  inconsistent  with  a  temperament  of  this  sort 
that  he  should  also  have  a  keen  eye  for  the  main  chance.  It 
seems  tolerably  certain  in  his  case  that  the  instinct  of  con- 
trivance did  not  operate  spontaneously.  It  was  stimulated, 
if  not  evoked,  by  the  prospect  of  gain.  Morse  turned  frankly 
from  painting  to  inventing  as  a  means  of  providing  for  his 
family  and  securing  a  competence  or  fortune.  Those  who 
believe  that  the  instinct  of  contrivance  would  work  out  the 
same  results  in  the  absence  of  a  patent  system  or  other  pro- 
vision for  reward  wiU  find  little  confirmation  in  his  career. 
Probably  a  similar  conclusion  would  be  indicated  by  the 
careers  of  others  who,  like  himself,  belong  not  in  the  very 
first  rank  among  inventors,  but  in  the  respectable  second 
rank.  An  extremely  small  number  of  persons  have  the  con- 
triving instinct  with  great  intensity.  A  very  much  larger 
number  possess  it  in  some  degree,  but  are  not  irresistibly  im- 
pelled by  it.  Whatever  be  the  case  with  those  of  contriving 
genius,  the  inventors  who  have  only  high  talent  seem  to  need 
the  spur  of  reward. 

F.  W.  Taussig. 
Habvabd  Uniyebbitt. 
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THE  ECONOMIC  SYNTHESIS:  A  REPLY 

In  view  of  the  importance  and  authority  of  the  Quarterly 
Joumdly  I  cannot  let  pass  without  a  reply  the  review  of  my 
Economic  SynOima  by  Professor  Clive  Day,  published  in  the 
February  issue.  I  would  not  lay  stress  on  the  unnecessarily 
aggressive  temper  of  the  review,  nor  show  the  inconsistencies 
between  the  opinions  of  my  critic  and  those  of  the  many 
scholars  who  have  judged  the  book  differently,  or  even  the 
inconsistencies  in  his  own  opinions,  —  the  latter  perhaps 
would  be  easier.  In  truth,  there  seems  to  be  an  inconsistency 
in  writing  so  many  pages,  some  of  them  no  doubt  suggestive, 
about  a  book  which  at  the  very  outset  is  declared  to  be  not 
worth  reading. 

I  write  these  lines  simply  to  protest  with  all  my  power 
against  a  literalness  of  ex^^esis  which  perhaps  would  be 
admissible  as  regards  the  Bible  and  the  Koran,  but  which  is 
quite  out  of  place  in  discussing  a  work  of  science.  Professor 
Day  brings  together  all  the  pages  in  my  book  in  which  the 
word  **  subsistence  '^  appears,  and  discovers  that  what  I  say 
in  one  place  is  not  absolutely  in  accord  with  what  I  say  in  an- 
other. Why,  instead  of  merely  scanning  minutely  the  words, 
like  a  glossarist  of  the  Middle  Ages,  has  he  not  considered  the 
ideas  ?  Had  he  done  so,  he  would  have  seen  that  there  is  not 
a  shadow  of  inconsistency  in  my  exposition.  What  I  say 
comes  in  substance  to  this.  Subsistence  is  equal  to  the 
product  of  isolated  labor,  supplied  with  the  necessary  tech- 
nical capital;  whereas  this  same  labor,  as  soon  as  it  is  associ- 
ated, produces  something  in   addition,  which  is  revenue. 

Subsistence  certainly  is  not  luxury,  not  even  comfort.     It 
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coincides  essentially  with  the  necessaries  of  the  worker.  But 
it  has  nevertheless  to  be  understood,  and  I  have  taken  care  to 
repeat  it  many  times,  that  these  necessaries,  which  are  rather 
moral  than  physical,  by  no  means  coincide  with  the  minimuiTi 
indispensable  for  life.  They  are  not  the  same  as  starvation 
wages,  which  they  may  readily  surpass.  Hence  there  is  no 
inconsistency  on  my  part  if  I  admit  that  the  capitalist  does 
his  utmost  to  lower  wages  below  the  normal  level  fixed  by 
subsistence,  and  that  the  laborer  in  turn  endeavors  to  bring 
wages  back  to  this  level.  This  is  the  basis  of  the  contest 
between  capital  and  labor.  In  the  same  way  there  is  no 
inconsistency  if  I  admit  the  possibility  that  the  laborer  may 
save  a  part  of  the  wages  or  of  the  subsbtence  which  he  gets, 
even  tho  at  the  cost  of  severe  privation. 

I  must  also  protest  against  the  way  in  which  my  critic  has 
stated  some  of  my  propositions.  For  example,  according  to 
him,  I  have  said  that  '^  the  quantity  of  incomes  produced  in  a 
nation  is  determined  by  the  quantity  of  capital  productively 
employed,  by  the  quantity  and  productivity  of  the  land,  by 
the  quantity  of  public  and  private  securities  issued.''  Stated 
in  this  way,  my  proposition,  I  admit,  would  be  an  absurdity. 
But  the  passage  referred  to  says  nothing  at  all  about  the 
determination  of  total  income;  it  bears  exclusively  on  the 
classification  of  the  different  kinds  of  income,  and  says  pre- 
cisely this:  '^  The  quantity  of  the  various  consolidated  and 
fluctuating  incomes  produced  in  each  nation  is  determined  by 
the  quantity  of  capital  productively  employed,"  and  so  on 
(p.  164).  This  is  an  incontestable  truth.  Evidently  for 
instance,  the  total  volume  of  interest  or  dividends  on  public 
securities  in  a  nation  is  the  precise  result  of  the  amount  of  the 
public  debt  which  has  been  issued. 

Like  every  student  of  economic  history,  I  know  the  various 
theories  about  the  origin  of  the  ancient  agrarian  community. 
I  am  well  aware  that  the  aristocratic  theory  of  Kemble, 
Fustel  de  Coulanges,  Seebohm,  is  in  opposition  to  the  demo- 
cratic theory  of  Maurer,  Vinogradoff,  and  others.  I  am  well 
aware  also  that  this  controversy  (which  at  bottom  is  a  repeti- 
tion of  that  carried  on  in  the  eighteenth  century  between 
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BoulaJnvilliers  and  Duboe)  can  be  the  occasiGn  of  much 
interesting  discussion,  as  indeed  I  have  indicated.  But  all 
this  has  nothing  to  do  with  the  particular  subject  of  my  book, 
which  is  not  concerned  with  any  analysis  of  the  political  or 
legal  aspects  of  the  primitive  conununity  or  with  its  free  or 
servile  origin.  The  book  simply  considers  the  technical  and 
economic  structure  of  the  community,  the  processes  of  pro- 
duction and  distribution  as  regards  the  productive  agents 
and  the  product.  Now,  on  this  subject  the  theorizers  of  the 
two  opposing  schools  are  entirely  in  agreement.  It  suffices 
to  compare  the  remarks  of  Seebohm  (The  English  Village  Com- 
tnuniiy,  3d  ed.,  London,  1884,  pp.  123,  226,  etc.)  with  those  of 
Vinogradoff  (The  Orawth  of  the  Manor j  London,  1905,  pp.  165, 
183;  English  Sodeiy  in  the  Eleventh  Century,  London,  1908, 
pp.  216,  etc.)  on  the  organization  of  production  and  distribu- 
tion in  the  English  agrarian  community.  The  comparison 
shows  that  these  two  authorities  give  an  absolutely  identical 
picture  of  the  economic  form,  and  that  they  represent  it  as  a 
coercive  association  of  labor  organized  by  a  central  authority 
which  endeavors  to  maintain  substantially  equal  partition 
among  the  associates.  This  is  all  that  I  wish  to  bring 
out. 

Professor  Day  makes  the  following  criticism,  "  In  Loria's 
mind  there  is  no  history,  but  only  political  economy  stretch- 
ing back  over  countless  centuries  of  time."  No  less  a  person 
than  Ricardo  has  been  criticized  in  these  identical  words,  and 
it  might  be  considered  a  high  honor  for  me  to  deserve  it.  But 
have  I  really  deserved  it  ?  I  think  not.  I  have  never  be- 
lieved that  the  economic  phenomena  analyzed  by  me  are  the 
whole  of  history,  that  they  comprise  the  whole  of  humanity. 
Far  from  it;  I  should  be  the  first  to  admit  that  these  facts 
would  present  only  one  aspect,  more  or  less  fragmentary,  in 
the  general  history  of  the  species.  Yet,  admitting  all  this, 
one  cannot  doubt  the  enormous  importance  of  these  phe- 
nomena or  their  great  historical  significance.  For  example, 
it  would  certainly  be  absurd  to  believe  that  the  efforts  of  the 
slaves  and  serfs  to  buy  their  liberty  comprise  the  entire 
history  of  the  periods  in  which  these  phenomena  are  found. 
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or  even  that  they  comprise  everything  that  can  be  said  on  the 
evolution  and  decay  of  slavery  and  serfdom.  But  no  pene- 
trating thinker  can  doubt  that  this  is  an  economic  phe- 
nomenon of  fundamental  importance.  The  fact  that  the 
slave  and  serf  employed  his  money,  as  soon  as  it  had  reached 
the  requisite  amount,  for  buying  his  liberty,  which  opened  to 
him  access  to  landed  property,  was  far  from  being  ^'  a  creation 
of  my  imagination  of  which  I  could  give  no  proof '';  it  was 
formally  embodied  in  legislation.  It  suffices  to  dte  the 
rescript  of  Marcus  Aurelius  and  of  Severus  about  serviLa  suis 
nummis  emptua,  where  the  manner  and  the  effect  of  the  pur- 
chase of  the  slaves  by  himself  are  carefully  regulated  (Buck- 
land,  The  Raman  Law  of  SUwery^  Cambridge,  1908,  pp.  606  et 
seq.).  Now  the  effort  was  always  made  to  counteract  the 
slave's  endeavor  to  buy  himself  by  raising  the  price  in  such 
way  that  it  should  exceed  somewhat  the  amount  of  his  sav- 
ings. And  hence  it  is  that  the  price  of  slaves,  as  has  been 
well  said  by  one  of  your  own  economists,  Mr.  Philipps,  is  the 
central  fact  in  slavery.  If  Professor  Day  prefers  to  hold  a 
different  opinion,  if  he  finds  this  anal3r8is  simply  grotesque,  I 
have  nothing  more  to  say. 

According  to  my  investigations,  so  long  as  the  isolated 
laborer  produces  all  his  subsistence,  he  never  associates  his 
labor  with  that  of  another,  and  in  consequence  the  association 
of  labor  takes  place  by  compulsion,  —  either  throu^  the 
compulsion  of  a  collective  authority,  as  in  the  ancient  commu- 
nities or  despotisms,  or  through  that  of  a  private  capitalist, 
as  in  the  case  of  a  bonanza  farm.  But  it  follows  also  that  if 
the  isolated  laborer  does  not  succeed  in  producing  his  entire 
subsistence,  his  opposition  to  the  association  of  labor  ceases, 
and  the  association  becomes  spontaneous.  This  conclusion, 
which  Professor  Day  calls  nonsense,  is  simply  the  logical  out- 
come of  premises  established  with  precision. 

I  mi^t  add  that  my  critic,  notwithstanding  the  exuber- 
ance of  his  detailed  remarks,  finds  not  a  word  to  say  about  my 
chapter  upon  the  rational  imposition  of  taxes,  or  on  my 
studies  concerning  the  distribution  of  revenue,  the  contest 
between  the  different  revenues,  the  pjrramidal  distribution  of 
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funded  incomes  which  results  from  this  struggle,  —  all  sub- 
jects which  form  the  essence  and  core  of  my  book.  I  merely 
note  these  topics  in  order  to  enable  your  readers  to  judge  for 
themselves  the  solidity  and  impartiality  of  my  critic. 

ACHILLB  LOBIA. 
TuBiN,  Italt. 


DEPRECIATION  AND  RATE  CONTROL 
A  QUESTION  OF  JUSTICE 

Professor  Allyn  A.  Young^s  recent  heretical  utterances  on 
depreciation  in  the  valuation  of  public  service  properties  for 
the  purpose  of  rate  control,  compel  every  true  believer  to 
gird  on  his  armor  and  come  forth  in  defense  of  the  faith.^ 
Professor  Young's  ideas  are  dangerous  and  his  arguments  are 
plausible;  so  all  the  more  zeal  for  their  destruction!  So  long 
as  they  had  been  advanced  only  by  engineers  and  public 
utility  experts  employed  by  the  corporations,  or  perhaps  even 
by  Mr.  James  E.  Allison  and  the  St.  Louis  Public  Service 
Commission,  there  was  no  need  for  serious  alarm.  But  when 
they  are  taken  up  by  Professor  Young,  a  vigorous  thinker 
and  a  progressive  economist  of  high  standing,  then  indeed  it  is 
time  to  rush  for  the  defense  of  righteous  belief. 

Professor  Young's  principal  thesis  is  that  when  a  public 
utility  is  newly  brought  under  regulation  and  its  property  is 
valued  for  the  purpose  of  rate  control,  to  deduct  accrued 
depreciation  from  cost  new  would  be  unjust  to  the  investors. 
The  rates  to  be  fixed  in  any  case  will  presumably  be  just  so 
high  that  the  revenues  will  cover  operating  expenses  and 
bring  a  reasonable  return  upon  the  valuation.  Professor 
Young  assumes  thiat  in  the  great  majority  of  instances,  a 
public  service  company,  before  it  was  brought  under  active 

>  *'  DepnciAtion  Mid  Rate  Control,**  Quarterly  Journal  of  Eoonomios,  voL  xxriii, 
pp.  680-M3,  Ancuat,  1914. 
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regulation,  did  not  include  in  operating  expenses  provisions 
for  accruing  depreciation  and  tiierefore  did  not  build  up  a 
depreciation  reserve;  that  instead  it  maintained  the  efficiency 
of  the  plant  by  charging  to  operating  expenses  the  cost  of 
replacements,  and  calculated  its  annual  profits  accordingly; 
that  it  had  made  its  investments  with  the  expectation  that 
returns  were  to  be  received  upon  the  full  money  outlay  in  the 
business,  and  had  not  made  excessive  gains  from  the  property. 
If  under  such  circumstances,  the  newly  prescribed  accounting 
standards  require  current  depreciation  to  be  included  in 
operating  expenses,  and  if  the  valuation  upon  which  a  return 
is  allowed  be  cost  new  less  past  accrued  depreciation,  Pro- 
fessor Young  urges  that  the  company  would  not  get  the  return 
the  expectation  of  which  induced  the  investment,  and  would 
therefore  be  treated  unfairly  by  regulation. 

Most  economists  and  students  of  pubUc  utility  matters 
probably  do  not  agree  with  Professor  Young's  position.  The 
danger,  however,  in  formulating  an  adequate  criticism  against 
his  view  is  to  base  one's  argument  upon  pure  scientific  grounds, 
as  if  the  matter  involved  fundamental  principles  of  economics 
and  accounting.  This,  it  seems  to  me,  is  the  difficulty  with 
the  recent  criticism  presented  by  Mr.  Joseph  S.  Davis,  in  his 
otherwise  very  excellent  discussion.^  Professor  Young  does 
not  base  his  conclusion  on  accounting  principles,  but  on 
principles  of  justice  or  sound  public  policy,  —  which,  inci- 
dentally, is  also  the  basis  for  all  public  regulation,  including 
valuation  and  the  fixing  of  rates.  When  Mr.  Davis,  there- 
fore, considers  accrued  depreciation  as  that  part  of  the  CHriginal 
value  of  the  property  which  has  been  consumed  in  service, 
and  presents  it  as  an  economic  fact  which  is,  whether  shown  in 
the  accounts  or  not,  he  misses,  it  seems  to  me,  the  essential 
point  in  public  utility  valuation.  Professor  Young  seems 
quite  right  when  he  urges  that  we  have  not  to  do  with  value 
as  such  but  with  value  for  the  purpose  of  rate  regulation.  The 
one  belongs  in  the  realm  of  general  economic  law,  but  the 
other  is  whoUy  a  thing  of  public  policy. 

1  "  Depredation  and  Rate  Control:  A  Critioiem,"  Quarteriy  Joaraal  of  Boooomici, 
▼ol.  xxix,  pp.  362-378,  February,  1015. 
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Mr.  Davis  appears  to  be  entirely  wrong  when  he  insists 
that  a  public  service  corporation  is  rightly  entitled  to  a  return 
upon  the  value  of  its  property,  measured  according  to  its 
productive  power,  shown  in  the  accounts  as  cost  less  accrued 
depreciation.  Not  even  in  unregulated  business  can  it  be 
claimed  correctly  that  the  value  of  a  property  is  equal  to  its 
cost  less  accrued  depreciation  (when  the  latter  is  based  upon 
the  cost  and  expected  life  of  the  different  classes  of  property) , 
unless  special  adjustments  are  made  for  the  value  of  earning 
power  greater  or  less  than  normal.  The  value  of  an  industrial 
property  is,  of  course,'  determined  by  earning  power,  or  pro- 
ductive power  (to  use  Mr.  Davis'  phrase),  and  not  by  cost,  as 
Mr.  Davis'  argument  seems  to  imply.  But  in  regulated 
business,  we  are  not  seeking  the  value  of  a  property  but  a  fair 
valuation  for  the  purpose  of  control.  It  is  true,  the  courts  in 
the  consideration  of  rate  cases  have  quite  consistently  held 
that  it  is  the  "  value  "  of  its  property  upon  which  a  company 
has  a  constitutional  ri^t  to  earn  a  reasonable  return;  still, 
practically  they  have  allowed  valuations  to  be  made  for  the 
most  part  on  the  cost  of  reproduction  basis,  with  due  allow- 
ance for  accrued  depreciation.  This,  it  should  be  empha- 
sized, is  not  value  in  the  sense  used  by  Mr.  Davis,  but  value  for 
rate  regulation  asconsidered  by  Professor  Young.  It  should  be 
clear  that  if  economic  or  market  value  were  to  be  taken  as  the 
basis  of  rates,  regulation  would  be  useless,  for  it  would  get 
nowhere.  Value  would  be  dependent  upon  earning  power, 
which  would  depend  upon  the  rates  to  be  fixed, — the  familiar 
circle. 

Actually,  however,  whatever  the  language  of  the  courts 
may  be,  it  is  not  value  but  cost  which  has  become  the  ac- 
cepted basis  of  rate  regulation,  and  the  proper  basis  of  valua- 
tion, let  us  repeat,  is  not  a  matter  of  economic  law,  but  one 
entirely  of  pubUc  policy.  And  in  deciding  upon  the  best 
policy  we  may  very  well  consider  actual  cost  as  against  cost 
of  reproduction,  or  in  either  case  whether  the  cost  should  be 
new  or  with  deduction  for  accrued  depreciation,  or  even  with 
deductions  for  other  matters.  The  decision  must  rest  upon 
broad  expediency,  which,  of  course,  involves  questions  of 
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justice  as  between  the  immediate  owners  and  the  public,  for 
whose  welfare  the  property  is  to  be  operated.^ 

What  we  wish,  it  seems,  is  such  a  poUcy  of  valuation  for 
rate  control  as  will  serve  best  or  promote  most  the  general 
welfare.  It  is  not  to  be  doubted  that  Professor  Young 
admits  regulation  itself  to  be  desirable.  If  a  given  poUcy  in 
general  promises  to  serve  the  public  interest  best,  it  should  not 
be  set  aside  merely  because  some  individuals  or  relatively 
small  classes  are  likely  to  su£fer  some  injury  or  inconvenience. 
Regulation  apart  from  the  question  of  valuation,  in  so  far  as  it 
has  hampered  opportunity  for  personal  gains,  has  unquestion- 
ably brought  losses  to  special  classes;  but  surely  it  cannot  be 
considered  socially  unjust  for  that  reason,  so  long  as  it  has 
really  promoted  the  welfare  of  the  country  at  large.  And 
the  question  of  valuation  should  be  viewed  in  exactly  the 
same  way.  Still,  we  should  avoid  so  far  as  possible  any 
serious  individual  injury  or  loss. 

From  the  broad  view  just  presented,  it  seems  that  Professor 
Young  has  disregarded  several  important  considerations, 
which,  if  given  proper  weight,  might  easily  have  led  him  to 
a  different  conclusion  than  that  he  has  presented.  Possibly 
Professor  Yoimg  may  not  agree  at  all  as  to  the  best  poUcy 
with  the  ahnost  universal  practice  in  providing  for  complete 
maintenance  of  pubUc  service  properties.  The  present 
almost  universal  practice  is  to  require  the  inclusion  in  operat- 
ing expenses  of  charges  for  so-called  current  depreciation,  in 
addition  to  the  cost  of  all  minor  replacements.  Then  as 
major  replacements  are  made,  they  are  charged  to  the  prop- 
erty accounts,  and  the  depreciation  reserve  is  debited  with  the 
original  cost  of  all  property  retired.  Apparently  in  the  case  of 
large  and  varied  properties  at  least,  Professor  Young  would 
prefer  a  somewhat  different  procedure.  Instead  of  providing 
currently  for  accruing  depreciation,  he  would  charge  to 
operating  expenses  the  cost  of  all  replacements  as  they  are 
made,  thus  avoiding  what  he  terms  a  useless  reserve.  I  do 
not  consider  that  there  is  here  a  great  economic  principle  at 

I  A  friend,  Mr.  P.  W.  Sazton,  ■ugeests  quite  richtly  that  the  i>roper  method  of 
▼■liuttlon  inTolves  also  a  queetion  of  Justtoe  between  the  present  feneration  of  utility 
uaere  and  following  fenerations. 
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Stake;  we  axe  dealing  merely  with  desirable  operating  prac- 
tice, and  I  believe  that  the  prevailing  methods  are  for  the 
most  part  sound.^  Professor  Yoimg,  however,  appears  not 
to  object  especially  to  making  provision  for  complete  main- 
tenance through  depreciation  charges,  and  in  so  far  as  such 
charges  have  been  made  he  seems  not  to  object  in  valuation 
to  deducting  accrued  depreciation  from  the  cost  new  of  the 
property. 

Suppose,  then,  we  decide  for  the  future  to  make  deprecia- 
tion charges,  with  the  general  idea  of  including  in  rates  a 
reasonable  return  upon  the  cost  of  the  property  with  deduc- 
tion for  accrued  depreciation.  Professor  Young,  then, 
apparently  admits  that  this  basis  of  valuation  would  not  be 
unjust  and  that  perhaps  it  may  be  the  most  desirable  in 
reference  to  depreciation  accrued  and  charged  to  operating 
expenses  after  the  new  policy  was  established.  But  he 
would  consider  it  unjust  in  so  far  as  it  were  to  apply  to  de- 
preciation accrued  before  regulation  was  begun.  But  if  the 
general  policy  for  the  futiu'e  is  desirable,  then  Professor 
Young  should  consider  the  practical  difficulty  of  determining 
in  any  appraisal  with  even  rough  accuracy  between  deprecia- 
tion accrued  before  regulation  was  established  and  that 
accrued  during  the  period  of  regulation,  —  the  latter  to 
be  deducted  from  cost  and  the  former  not.  If  in  general,  for 
the  future,  cost  less  accrued  depreciation  is  the  desirable  basis 
of  valuation,  then  the  injustice  that  would  be  wrought  upon 
investors  by  following  the  method  throughout,  should  be  very 
clear  and  really  serious,  before  we  attempt  the  tremendous 
difficulty  of  determining  in  any  case  the  depreciation  accrued 
prior  and  that  accrued  subsequently  to  any  particular  time. 

1  Uxuknibtedly  (he  operataog  effioienoy  of  a  property  would  be  maintained  equally 
well  whether  depreciation  or  the  ooet  of  replaoements  were  charged  to  operating  ex- 
penaee.  The  prlnoipal  objection  to  the  eeoond  method  is  that  complete  maintenanoe 
«harfee  would  be  irregular  from  year  to  year,  probably  even  in  the  case  of  a  very  large 
and  varied  property.  A  eeoond  objection  is,  it  would  be  difficult  in  many  cases  to  die- 
tinguiah  between  additions  or  betterments,  which  would  be  chargeable  to  the  property 
aocounts,  and  replacements,  which  should  go  to  operating  expenses.  Of  couree,  all 
installations  might  be  charged  to  the  property  accounts,  including  in  operating  expenses 
the  original  cost  of  property  retired.  This  prooedmre,  however,  would  probably  increase 
the  irregularity  of  operating  charges.  It  ii  doubtless  chiefly  on  account  of  these  diffi- 
culties that  the  prevailing  practice  has  become  established. 
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If  the  method  in  general  is  satisfactory,  the  special  desirability 
of  departing  from  it  in  any  way  should  be  shown  beyond  much 
possibility  of  doubt.  This,  it  seems  to  me,  Professor  Young 
has  not  diown. 

Let  us  assume  that  the  general  method  of  valuation  fol- 
lowed by  the  commissions  is  desirable,  and  that  on  account  ci 
the  difficulties  involved,  no  departure  should  be  made  from  it 
unless  fairly  serious  injustice  would  be  brought  upon  special 
classes  in  society.  In  this  connection  it  is  worth  while  to 
point  out  several  important  facts  which  Professor  Young 
passed  over  with  slight,  or  without  any  consideration.  In 
the  first  place,  we  must  remember  that  before  r^ulation  was 
actively  begun,  public  utilities  had  no  regard  for  costs  in  fixing 
rates  or  prices  for  their  services.  They  charged  what  the 
traffic  would  bear,  making  in  each  case  all  the  profit  that  they 
could.  True,  on  the  average  they  were  probably  not  exces- 
sively profitable;  but  nevertheless,  they  took  all  they  could, 
and  in  no  case  of  inadequate  retmms  would  the  profits  prob- 
ably have  been  less  under  regulation.  Some  properties  were 
undoubtedly  profitable  beyond  reason,  the  average  probably 
made  just  reasonable  returns,  and  some  certainly  did  not 
justify  their  investment,  but  nevertheless  had  a  free  chance 
to  do  so.  Where,  then,  is  the  clear  injustice  if  in  valuation 
throughout  we  deduct  for  all  past  accrued  depreciation  ? 

Since  the  time  of  the  so-called  Granger  cases  it  has  been 
undoubted  law  that  pubUc  utilities  were  invested  with  a 
public  interest  and  subject  to  rate  regulation.  Every  invest- 
ment has  been  made  subject  to  this  public  right.  If  for  a  long 
time  the  right  was  not  definitely  formulated  into  a  policy,  it 
nevertheless  existed,  and  the  investors  have  known  that  it  was 
there.  Have  they  suffered  by  the  non-use  ?  If  now,  there- 
fore, we  definitely  formulate  the  right  and  enforce  it,  who  iB 
seriously  injured  ?  Certainly  the  investors  in  the  highly 
profitable  or  even  in  the  average  properties  have  no  cause  for 
complaint,  for  we  might  have  regulated  them  sooner.  The 
others  had  a  free  chance  to  get  all  the  profit  that  they  could, 
and  for  the  future  they  will  still  have  the  opportunity,  if  the 
business  will  permit  it,  to  charge  such  rates  as  to  bring 
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reasonable  returns  upon  their  investment  as  defined  by 
accepted  valuation  standards.  If  they  were  not  profitable 
in  the  past,  they  may  not  be  so  in  the  future,  but  they  will 
still  have  the  opportunity  of  obtaining  fair  profits,  and  will 
probably  be  better  guarded  from  competition.  Where,  then, 
is  the  serious  injustice  ? 

Actual  valuation  policy,  in  so  far  as  it  has  been  worked  out, 
is  based  upon  cost  of  reproduction  and  not  the  actual  cost  of 
the  property,  much  less  the  cost  to  the  corporation.  If  long 
ago  actual  cost  had  been  made  the  basis  of  valuation,  inves- 
tors would  have  had  no  ground  for  objection;  the  basing  of 
returns  upon  actual  investment  would  then  be  fair  enough. 
Now,  however,  we  base  the  valuation  upon  the  cost  of  repro- 
duction, which  in  view  of  the  high  level  of  present  prices, 
results  in  most  cases  in  a  valuation  appreciably  greater  than 
actual  investment.  In  the  case  of  old  properties,  where 
the  apparent  injustice  which  Professor  Young  urges  would 
be  the  greater,  the  excess  of  reproduction  cost  over  actual 
investment  is  also  the  greater,  —  for  the  most  part  prob- 
ably fully  or  more  than  offsetting  accrued  depreciation.^ 
Should  this  point  not  be  considered  pretty  thoroly  before 
we  make  an  exception  to  an  otherwise  desirable  method  of 
valuation  7 

Professor  Young  has  ciuiously  passed  over  a  point  in  cur- 
rent practice,  which,  it  seems  to  me,  disposes  of  any  doubt  in 
the  question  before  us.  He  makes  no  reference  to  so-called 
going-valuef  which  is  allowed  in  a  ph3rsical  appraisal  by  most 
of  the  state  commissions  and  seems  to  be  required  by  the 
courts.'  While  going-value  has  not  been  definitely  and 
authoritatively  defined,  it  covers  for  the  most  part  early 
developmental  expenses  incurred  by  a  company,  operating  defi- 
cits, and  deficiencies  in  reasonable  return  upon  investment. 
Thus,  the  official  valuation  in  any  case  is  the  cost  of  the  prop- 

>  Sinoe  1897,  tenenl  prioes  have  advanoed  fully  fifty  per  cent,  and  land  used  for 
utiltty  purposes  usually  several  hundred  per  cent,  while  even  in  the  ease  of  a  very  old 
and  stationary  property,  the  extreme  acomed  depreciation  over  actual  cost  cannot  be 
over  fifty  per  cent.  The  term  actual  investment  means  the  money  cost  of  a  property  at 
the  time  of  installation  of  the  several  parts. 

>  See  Kings  County  Uchtins  Case,  210  N.  Y.  479. 
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erty,  less  accrued  depreciation,  plus  going-value.  If  a  com- 
pany from  the  first  has  obtained  a  reasonaUe  return  upon  its 
investment,  that  is  all  that  it  was  entitled  to  receive  and  for 
the  future  it  will  be  treated  fairly  enough  if  it  may  get  a  return 
upon  the  cost  of  the  property  less  accrued  depreciation. 
But,  if  it  has  not  been  reasonably  profitable,  the  deficienctes 
may  be  capitalized  and  added  as  going-value  to  the  physical 
valuation  of  cost  1^  accrued  depreciation.  With  going- 
value  or  past  unprofitableness  thus  provided  for,  where  is 
the  injustice  upon  which  Professor  Young  so  forcefully 
insists? 

As  a  matter  of  fact,  considering  the  policy  of  valuation  as  it 
now  stands,  with  cost  of  reproduction  and  allowance  for 
going-value,  are  we  not  rather  more  than  just  to  the  inves- 
tors ?    Would  the  ordinary  sense  of  justice  be  especially  out- 
raged if  accepted  valuation  did  not  allow  the  capitalization  of 
operating  deficits  and  deficiencies  in  return,  or  were  to  include 
only  actual  cost  less  depreciation  7     But  we  include  even 
land  or  other  property  granted  free  to  corporations  by  federal, 
state,  or  municipal  governments;  we  often  allow  items  for 
which  no  costs  were  incurred  by  the  investors,  and  in  some 
cases  there  appears  an  inclination  even  to  allow  the  capitaliza- 
tion of  franchises  on  the  basis  of  earnings,  —  thus  promising  to 
shut  off  all  possibilities  of  rate  reduction.^    If  going-value  is  to 
be  allowed  in  case  of  deficiency  in  past  returns  when  the  com- 
pany has  fixed  prices  with  regard  only  to  maximum  profits, 
may  we  not  suggest  that  a  corresponding  deduction  from 
the  ph3rsical  valuation  might  be  made  when  excessive  returns 
have  been  realized  7     While  there  have  been  some  judicial 
dicta  in  line  with  this  suggestion,  the  idea  has  never  be^i 
seriously  advanced.     But,  if  justice  to  investors  really  de- 
mands an  addition  to  physical  valuation  for  past  deficiencies 
in  return,  is  it  not  reasonable  to  ask  whether  justice  to  the 
public  would  not  require  a  reduction  for  excessive  actual 
returns  ?     If  investors  are  entitled  to  a  fair  return  on  their 

>  See  the  Pattenon  Qas  Case,  Public  Service  Gas  Co.  t.  Board  of  Public  Utility 
Commiasloiia,  New  Jeney  Court  of  Errors  and  Appeals,  November  Term,  1913,  decided 
December  10,  1914.  —  It  is  stated  that  a  rehearinc  is  to  be  held  oa  this  case. 
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investment  and  no  more,  and  if  deficient  returns  shaU  be 
added  to  the  investment,  then  why  should  not  excessive 
returns  be  deducted  from  the  investment  ? 

I  do  not  wish  to  support  the  suggestion  just  made,  but  it 
has  nevertheless  a  place  in  the  consideration  whether  present 
valuation  practice  is  unjust  to  investors.  Much  may  be 
urged  in  criticism  of  existing  valuation  practice;  but  in  view 
of  the  above  considerations,  Professor  Young  had  an  exceed- 
ingly difficult  task  in  making  out  a  case  of  injustice  to  inves- 
tors.    Has  he  succeeded  ? 

John-  Bauer. 
Cornell  UNivBBsrnr. 
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THE  CONCEPT  OF  VALUE 

SUMMARY 

Need  of  enlarged  conceptBi  063.  —  The  "ratio"  argument  non- 
esBential,  664.  —  The  word  "rate"  might  avoid  unnecessary  verbal 
implications,  668.  —  Relation  and  quality  two  phases  of  one  fact,  672. 

The  concept  of  value  is  the  core  of  economic  thinking, 
and  modem  economics  is  older  than  American  inde- 
pendence, yet  the  builders  of  the  science  are  still  dis- 
puting what  value  is,  or  how  it  shall  be  conceived. 
This  is  altogether  necessary  and  proper,  for  the  concept 
is  by  no  means  in  final  shape.  Indeed,  one  may  hazard 
the  prediction  that  progress  in  economic  philosophy  in 
the  next  half  century  will  hinge  on  the  adoption  of  new 
and  enlarged  meanings  for  its  fundamental  terms.  Only 
so  can  we  do  for  the  twentieth  century  as  much  as  our 
classical  forefathers  did  for  their  time.  It  is  a  question 
how  long  nineteenth  century  formulations  will  stand  the 
strain  of  twentieth  century  development.  Our  grow- 
ing mass  of  economic  regulations  and  social  reforms,  our 
general  institutional  iconoclasm,  are  a  challenge  to  the 
values  based  on  free  exchange,  and  the  final  answer  has 
not  yet  been  given.  Theories  of  conservation  and  com- 
pulsory insurance  may  be  grafted  upon  the  stem  of 
marginal  utiUty,  but  they  will  not  grow  there  spon- 

MS 


Digitized  by  LjOOQ IC 


664  QUARTERLY  JOURNAL  OF  ECONOMICS 

taneotisly.  They  represent  clashes  of  values  for  which 
the  economist  has  furnished  no  adequate  common 
denominator.  It  is  fruitless  to  claim  that  these  are  not 
economic  values  but  values  of  some  other  sort;  ethical 
or  what  you  will.  The  same  is  true  of  the  aesthetic 
value  of  a  picture  or  the  dietetic  value  of  a  roast  of 
beef.  The  test  is  that  the  economist  must  deal  with 
them. 

The  socialists  have  a  sufficiently  clean-cut  philosophy 
covering  these  vexed  questions  of  reform,  and  writers 
like  Patten,  Veblen,  Hobson,  and  Davenport  deal  with 
the  fundamental  problem,  each  in  his  own  way.  Econo- 
mists in  general  cannot  afford  to  become  as  those  who 
would  put  new  wine  in  old  bottles.  There  are  questions 
of  social  interpretation  at  issue  which  are  real  and  im- 
portant. But  just  for  this  reason  it  is  peculiarly  unfor- 
tunate if  the  discussion  runs  off  upon  non-essential 
matters  and  is  thus  side-tracked.  Time  is  worse  than 
wasted  which  is  spent  on  merely  verbal  argument,  or  in 
disputing  the  claims  of  rival  concepts  which  involve  a 
'^  distinction  without  a  difference,"  and  the  excuse  for 
the  present  excursion  into  this  field  is  the  hope  that 
thereby  some  of  this  intellectual  waste  motion  may  be 
saved  and  real  problems  be  attacked  more  directly. 

It  seems  to  the  writer  that  certain  non-essentials  have 
intruded  themselves  and  should  be  eliminated.  One  of 
these  is  verbal.  In  the  long-standing  debate  whether 
value  is  a  quantitative  thing  or  a  mere  relation,  some 
part  of  the  battle  has  seemed  to  hinge  on  the  mere  use  of 
the  phrase  "  ratio  of  exchange."  Of  those  who  hold 
that  value  is  a  relation  some  have  called  that  relation  a 
ratio.  And  out  of  this  innocent-looking  term  has  grown 
one  of  those  misimderstandings,  those  strange  failures  of 
mind  to  connect  with  mind,  which  stultify  so  much  good 
argument. 
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The  discussion  in  question  runs  thus:  ''  Our  honored 
opponents  claim  that  value  is  not  a  quantitative  thing 
but  is  a  mere  ratio.  Granted,  and  granted  willingly,  for 
wherever  there  is  a  ratio  there  must  be  two  commensur- 
able quantities,  or  else  no  ratio  can  be  struck  between 
them.  These  quantities  are  value.  Our  opponents 
have  disproved  their  own  contention."  What  shall  we 
say  of  this  reasoning  ?  We  may  pass  it  as  flawless  on 
one  condition:  namely,  that  the  man  who  calls  value  a 
ratio  is  talking  about  the  kind  of  ratio  which  has  to  have 
as  its  terms  two  quantities  of  something  homogeneous, 
other  than  mere  abstract  numbers.  Is  this  condition 
satisfied,  or  may  we  find  that  one  side  has  used  a  word  in 
one  sense  and  the  other  side  has  read  into  the  same  word 
an  essentially  different  meaning  ?     Let  us  investigate. 

It  is  not  at  all  necessary,  for  those  who  choose  to  con- 
sider value  a  mere  relation,  that  they  call  that  relation  a 
''ratio."  John  Stuart  Mill  was  for  the  most  part 
careful  enough  to  avoid  this  term;  he  avoided  it  even  in 
the  passage  in  which  he  argued  the  impossibility  of  a 
general  rise  or  fall  in  values  because  value  was  held  to  be 
a  mere  relation  of  things  to  each  other.  Taussig  fol- 
lows Mill's  usage,  but  with  a  significant  addition. 
'^  The  value  of  a  commodity  means  in  economics  its 
power  of  commanding  other  commodities  in  exchange. 
It  means  the  rate  at  which  the  commodity  exchanges 
for  others."  ^  Evidently  Taussig  considers  that  these 
expressions  are  either  synonymous  or  else  complemen- 
tary, indicating  but  two  aspects  of  the  same  thing. 
Indeed,  the  terms  "  rate  "  and  "  ratio  "  are  sometimes 
used  interchangeably.  Usage  is  tolerant.  Jevons,  on 
the  other  hand,  tho  ''  not  a  courageous  terminologist,"  ^ 
not  only  defined  value  as  a  ratio  but  stoutly  maintained 

1  Prindplea  of  Eeonomios,  p.  115. 

*  F.  A.  Fetter,  '*The  Definition  of  PrioOp'*  American  Economic  Review,  vol.  ii, 
p.  793. 
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that  this  was  '^  unquestionably  the  correct  scientific 
term,  and  the  only  term  which  is  strictly  and  entirely 
correct."  *  Certain  other  writers  have  followed  Jevons' 
example  —  and  by  so  doing  have  furnished  ammunition 
to  their  terminological  enemies,  of  which  the  enemy  has 
not  neglected  to  make  use. 

General  F.  A.  Walker,  for  example,  slips  momentarily 
into  this  terminology:  ''  But  a  measure,  a  relation,  a 
ratio,  cannot  be  measured!  You  do  not  measure  the 
relation  of  a  mile  to  a  furlong:  you  express  it  as  8:1." 
This  argument  lays  itself  open  to  the  reply,  which  Pro- 
fessor Carver  makes,  that  measuring  implies  a  common 
quality  in  the  measure  and  the  thing  measured  and  that 
a  ratio  between  concrete  things  implies  some  conmion 
attribute  of  a  quantitative  sort.  "  Obviously  no  such 
comparison  can  be  made  unless  the  thing  used  as  a  unit 
of  measurement  also  possesses  that  property  of  the 
thing  to  be  measiu^  which  is  selected  as  the  basis  of 
comparison."  *  In  this  Professor  Carver  is  technically 
correct,  for  his  opponent  had  introduced  the  idea  of  a 
ratio  between  two  similar  quantities:  two  distances. 
But  Professor  Wicker  is  also  within  his  rights  in  oppos- 
ing Professor  Carver's  general  conclusion,'  holding  that 
valuing  a  horse  is  a  different  process  from  measiuing  a 
bam,  and  —  avoiding  the  fatal  phrase  with  which 
Walker  had  so  weakened  his  position. 

Similarly  Professor  B.  M.  Anderson  clearly  shows  the 
weakness  of  this  terminology.^  ''  Four  gallons  of  milk 
exchange  for  one  dollar,  or  23.22  grains  of  gold.  The 
exchange  ratio  is  four  to  one.  .  .  .  Now  a  quantitative 
ratio  is  between  commensurable  quantities.     Gold  and 

>  Theory  of  Political  Economy,  2d  ed.,  p.  89. 

*  "  The  Concept  of  an  Economic  Quantity,"  Quarterly  Journal  of  Economioa,  vol. 
zzi,  p.  427. 

*  Quarterly  Journal  of  Economics,  vol.  xzii,  p.  M5. 

*  Social  Value,  p.  21. 
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milk  must  be^  then,  commensurable  quantities,  i.  e., 
must  have  a  common  quality,  present  in  each  in  definite 
quantitative  degree.  .  .  .  This  quality  is  palue,  .  .  • 
the  exchange  ratio  will  vary  with  the  extent  to  which  the 
conmion  quality  is  present  in  each  of  the  goods.  We 
can  have  no  quantitative  ratios  between  imlike  things. 
And  yet,  we  must  have  terms  for  our  ratios."  The 
logic  seems  conclusive.  If  the  value  relation  is  a  ratio 
this  fact  implies  quantities  of  something  homogeneous, 
and  that  homogeneous  something  becomes  very  im- 
portant, so  important  as  to  demand  an  important  name. 
To  call  it  "  value  "  is  the  obvious  conclusion,  leaving 
the  term  "  price  *'  free  to  express,  if  desired,  the  ratios  of 
exchange,  monetary  and  non-monetary,  from  which  the 
existence  of  the  quantity,  "  value  *'  was  inferred. 

But  this  whole  logical  structiu^  rests  on  the  fact  that 
the  adversaries  have  used  terms  which  assume  the  con- 
clusion for  which  Professor  Anderson  is  fighting.  And 
even  this  is  only  true  on  condition  that  it  can  be  shown 
that  the  word  "  ratio  "  is  to  be  taken  throughout  in  one 
very  Umited  meaning:  that  of  a  quotient  of  two  com- 
mensurable quantities.  But  the  term  is  often  used 
loosely,  as  all  terms  are  in  conmion  speech,  and  this 
looser  usage  has  even  gained  the  dignity  of  recognition 
by  dictionaries.  Nor  need  this  be  regretted;  men  must 
use  words  loosely.  If  they  did  not,  all  literature  would 
be  reduced  to  mathematics  and  nobody  would  read  it. 
This  looseness  does  no  special  harm  so  long  as  neither 
writer  nor  reader  shifts  over  to  the  strict  usage,  and 
begins  drawing  conclusions  based  on  one  usage  from 
statements  based  on  the  other. 

To  illustrate:  a  rate  of  speed,  say  ten  miles  an  hour, 
has  sometimes  been  called  a  ratio.^  Suppose  now  some 
one  were  to  attempt  to  prove  from  this  that  distance 

1  See,  for  example,  Webster's  New  InternatioD«l  Dictionary,  1000. 
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and  time  have  a  common  quality,  and  that  an  hour  has 
just  ten  times  as  much  of  this  quality  as  a  mile  has  ?  Or 
even  that  a  mile  of  a  given  road  has  a  quality  in  common 
with  an  hour  of  Mr.  Kolehmainen's  running,  and  has 
just  one-tenth  as  much  of  it  ?  The  answer  is  severely 
simple.  Ten  miles  an  hour  is  clearly  a  rate,  but  it  is  not 
so  clear  that  it  is  proper  to  call  it  a  ratio.  Certainly  it 
is  not  a  ratio  in  the  sense  of  a  quotient  between  miles 
and  hours.  It  can  be  stated  so  as  to  involve  a  ratio,  it 
is  true,  but  the  result  only  shows  how  much  more  than 
a  mere  ratio  it  is.  We  are  talking  of  a  rate  of  speed 
such  that  the  number  of  miles  covered  is  to  the  number 
of  hours  elapsed  as  the  number  ten  is  to  the  number  one. 
Here  we  have  a  pair  of  ratios,  not  one,  and  both  are 
ratios  between  abstract  numbers,  as  indeed  all  ratios 
must  be  in  the  strict  mathematical  sense.  We  have  not 
divided  distance  by  time :  we  cannot,  any  more  than  we 
,  can  divide  apples  by  potatoes.  We  have  merely  divided 
one  number  by  another.  If  we  call  the  whole  expression 
''  ten  miles  an  hour  "  a  ratio,  we  are  merely  defining 
*'  ratio  "  loosely,  not  implying  any  theorems  as  to  the 
oneness  of  time  and  space. 

Zeno  proves  that  Achilles  cannot  move  to  catch  a 
tortoise.  What  has  he  proved  ?  Simply  that  Zeno's 
conception  of  motion  is  artificial  and  false,  since  he  has 
conceived  it  as  something  AchiUes  cannot  do.  Man 
moves,  then  finds  a  word  to  express  his  action,  then 
frames  syllogisms  about  it.  The  final  appeal  is  from 
Zeno  to  Achilles.  And  from  those  who  call  prices  ratios 
and  from  those  who  draw  conclusions  based  on  this 
usage,  the  final  appeal  is  to  facts  stripped  bare  of  all 
that  may  have  been  read  into  them. 

Suppose  now  that  Smith  gives  Brown  forty  gallons  of 
milk  and  receives  in  exchange  ten  bushels  of  wheat,  or 
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perhaps  a  warehouse  receipt  for  258  grains  of  standard 
gold  bullion.  Milk  exchanges  for  wheat  at  the  rate  of 
four  gallons  per  bushel  and  for  gold  at  25  cents  per  gal- 
lon or,  as  the  farmer  is  quite  as  likely  to  say,  four 
gallons  for  a  dollar.  The  writer  contends  that  these 
phrases  express  ratios  in  just  the  same  sense  that  '^  ten 
miles  an  hour  "  does,  and  in  no  other  —  that  is,  they  do 
not  strictly  express  ratios  at  all,  but  rates.  A  rate  tells 
us  that  for  every  unit  of  one  thing  so  many  units  of 
something  else  may  be  achieved  or  obtained;  for  every 
hundred  dollars  of  principal  five  dollars  of  interest,  for 
every  thousand  dollars'  worth  of  real  estate,  eighteen 
dollars  of  taxes,  for  every  hour,  ten  miles,  for  every 
dollar,  four  gallons  of  milk.  The  terms  of  a  rate  may 
or  may  not  be  conmiensurable  with  each  other. 

Again,  cigars  may  sell  for  ten  cents  apiece,  three  for  a 
quarter,  or  three  dollars  and  a  half  for  a  box  of  fifty. 
Strange  that  there  should  be  three  different  ratios  exist- 
ing at  once  between  the  same  two  terms !  This  is  super- 
mathematics  with  a  vengeance.  But  if  we  are  talking 
about  rates,  not  ratios,  there  is  no  more  inconsistency 
about  a  "  rate  "  of  exchange  which  varies  with  quantity 
than  there  is  about  a  runner  who  covers  one  mile  at  a 
faster  rate  than  he  could  keep  up  for  five  times  that 
distance. 

Indeed,  there  are  various  ways  in  which,  whether  it  is 
price  or  value  that  one  is  talking  about, ''  rate  "  seems  a 
more  handy  word  than  '*  ratio  "  for  the  latter  term 
introduces  an  element  of  arithmetical  unreality  which 
must  be  explained  away,  or  illustrated  away,  before  the 
discussion  can  move  on.  For  example:  ^  ''.When  a 
certain  quantity  of  wealth  of  one  kind  is  exchanged  for  a 
certain  quantity  of  wealth  of  another  kind,  we  may 
divide  either  of  the  two  quantities  by  the  other  and 

X  Irving  Flaber,  Elementaiy  PrindplM  of  EconomiGS,  pp.  13*14. 
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obtain  what  is  called  the  price  of  the  latter.  That  is, 
the  price  of  wealth  of  one  kind  in  terms  ofweaUh  of  another 
kind  is  the  ratio  of  exchange  between  the  twoy  i.  e.,  tiie  ratio 
of  the  number  of  units  of  the  latter  to  the  nuwher  of  units  of 
(he  former  which  wiU  he  given  in  exchange.  Thus,  if  200 
bu^els  of  wheat  are  exchanged  for  100  ounces  of  silver, 
the  price  of  the  wheat  in  terms  of  silver  is  200  -s-  100  or 
two  bushels  per  ounce.  Thus,  there  are  always  two 
prices  in  any  exchange.  Practically,  however,  we 
usually  speak  only  of  one,  viz.,  the  price  in  terms  of 
money,  obtained  by  dividing  the  number  of  units  of 
money  by  the  number  of  units  of  the  article  exchanged 
for  that  money.  It  follows  that  the  price  of  any  partic- 
ular sort  of  wealth  is  the  amount  of  money  for  which  a 
unit  of  that  wealth  is  exchanged.^' 

Reading  this  passage  in  the  light  of  the  foregoing, 
does  it  not  appear  that  the  author  is  put  to  much  trouble 
simply  because  he  twice  brings  in  the  idea  of  a  mathema- 
tical ratio,  or  quotient,  between  abstract  numbers  and 
then  twice  has  to  make  clear  that  he  really  means  some- 
thing different  —  a  much  more  complex  relationship 
between  quantities  of  concrete  things  ?  As  a  price, 
200 :  100  by  itself  means  nothing,  and  200  bu. :  100  oz. 
would  mean  exactly  as  much.  The  true  ratio  here  is 
only  an  intermediate  step  in  the  process  of  finding  the 
price,  and  disappears  when  its  function  is  performed. 
The  process  in  its  painful  fulness  is  as  follows:  200 
bushels  of  wheat  buy  100  oimces  of  silver.  How  many 
ounces  of  silver  does  each  bushel  buy  ?  In  getting  the 
answer,  J  oz.,  we  really  use,  not  one  ratio,  but  a  propor- 
tion of  two  ratios,  one  between  wheat  and  wheat,  the 
other  between  silver  and  silver,  thus:  1  bu. :  200  bu.:: 
J  oz. :  100  oz.  Why  not  say  "  wheat  buys  silver  at  the 
rate  of  }  oz.  per  bu.,"  and  then  forget  that  the  method  of 
proportion  was  used  to  find  the  answer  ? 
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The  case  is  much  the  same  with  the  briefer  state- 
ment: ^  '^  Value  is  a  ratio  of  exchange  between  two 
goods,  quisintitatively  specified.''  The  troublesome 
word  once  having  been  inserted,  the  statement  must 
at  once  be  qualified  in  order  to  show  that  the  ratio 
is  not  between  the  commodities,  but  between  the 
abstract  numbers  of  the  units  of  measure  which  each 
conmiodity  contains. 

Now  if  '^  ratio  "  does  not  really  mean  ratio,  but  rate, 
then  all  this  trouble  is  needless,  and  the  sources  of  our 
terminological  discord  may  be  diminished,  if  ever  so 
little.  And  besides,  we  should  economize  one  syllable. 
Those  who  hold  that  value  is  a  relation  should  be  the 
last  to  adopt  a  term  which  delivers  them  needlessly  into 
the  hand  of  the  doctrinal  enemy.  And  if  the  enemy, 
holding  that  value  is  a  quantitative  thing,  chooses  to  de- 
fine price  as  a  ratio  between  values,  why  he  has  thereby 
assumed  the  truth  of  his  conclusion,  but  not  strength- 
ened the  evidence  in  its  favor.  Indeed,  he  is  in 
danger  of  proving  too  much;  of  proving  that  value  is 
not  merely  a  quality  but  a  jelly,  and  of  running  foul  of 
the  experience  conmion  to  all  men  who  have  ever 
debated  whether  or  not  to  buy  their  cigars  by  the  box. 

It  would  seem  that  the  use  of  the  term ''  rate  "  would 
avoid  some  embarrassment,  ambiguity,  and  sterile 
dialectic.  To  pay  for  this  we  should  merely  incur  a 
slight  awkwardness  when  speaking  of  things  like  works 
of  art  which  are  unique;  since  the  expression  '^  rate  of 
exchange  "  suggests  a  considerable  number  of  sales. 

So  much  for  the  matter  of  terminology.  Meanwhile, 
the  question  remains  unsettled  whether  value  is  a  mere 
relation  between  goods  and  derived  from  the  fact  of 

1  Davenport,  Value  and  Diatribution,  p.  560.  In  his  later  book  Davenport  subeti- 
ttttea  the  word  "  relation  *'  for  "  ratio.*'     Economics  of  Enterprise,  p.  236. 
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exchange,  or  a  quantitative  thing  which  precedes 
exchange  and  is  merely  measured  by  it.  This  being 
the  case,  it  is  fortunate  that  most  of  the  working  theory 
of  economics  is  either  price  theory  or  at  least  can  be 
translated  into  terms  of  price.  Thus  the  practical 
economist,  and  even  the  theorist  of  a  pragmatic  turn 
of  mind  can  look  on  quite  contentedly  and  say,  with  Sir 
Lucius,  "  It 's  a  very  pretty  quarrel  as  it  stands." 

Is  it  possible  that  the  whole  dispute  is  as  imnecessary 
as  the  argument  about  ratios  ?  We  think  of  a  bushel  of 
wheat  having  exchange  value  before  it  is  sold.  But  so 
far  as  this  quality,  or  relation,  to  which  the  sale  gives  a 
quantitative  measure,  is  the  result  of  previous  sales  of 
other  bushels  and  of  the  whole  state  of  mind  of  the 
people  concerned  that  has  grown  out  of  settled  habits 
of  exchange,  it  would  hardly  seem  worth  debating  which 
comes  first  in  the  social  scheme  of  things.  It  is  much 
like  the  question  of  the  relative  priority  of  the  chicken 
and  the  egg. 

If  things  exchange  for  each  other,  that  is  another  way 
of  sajdng  that  they  are  able  so  to  exchange;  or  rather, 
to  move  men  to  exchange  them;  they  have  the  capacity 
or  quality  or  power  of  entering  into  this  relation.  The 
relation  and  the  quality  are  but  two  phases  of  one  fact: 
whoever  states  one  implies  the  other.^  And  this  means, 
in  a  tolerant  world,  that  whoever  gives  the  name 
''  value  "  to  one  of  these  concepts  implies  the  right  of 
any  one  else  to  give  the  same  name  to  the  other  in  his 
own  discussions.  The  two  concepts  must  behave  alike, 
since  one  is  only  known  through  the  other. 

1  Since  writing  the  above,  my  attention  has  been  called  to  a  diseuaaion  of  the  teneral 
question  of  qualitiee  and  relatione  in  F.  H.  Bradley's  Appearance  and  Reality,  ch.  Ill, 
in  which  he^ays:  "  Relation  presupposes  quality  and  quality  relation.  E«aeh  can  be 
something  neither  together  with,  nor  apart  from,  the  other,  and  the  vicious  arde  in 
which  they  turn  is  not  the  truth  about  reality.*'  Moreover,  while  a  relation  between 
A  and  B  implies  qualities,  the  author  says  nothing  of  a  common  quality  possessed  by 
both  A  and  B  by  virtue  of  which  they  are  related.  It  is  by  virtue  of  being  different  that 
A  and  B  can  enter  into  relation  with  each  other.  Just  so  it  is  by  virtue  of  bttng  different 
that  shoes  and  money  are  exchanged  for  each  other,  or  shoes  and  bread. 
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So  far,  those  who  call  value  a  quality  have  accepted 
it  as  a  quality  which  is  measured  by  the  test  of  ex- 
change. And  so  long  as  this  is  true,  the  practical 
reasoning  of  one  school  must  be  surprisingly  like  the 
practical  reasoning  of  the  other.  Strength  is  a  quality, 
but  if  wood-chopping  be  made  the  official  measiure  of 
it,  it  might  as  well  be  a  mere  relation  between  working 
time  and  woodpiles.  In  such  a  case  it  is  not  strength 
or  power  in  general  that  is  being  measured,  not  even 
muscular  strength,  but  merely  power-to-chop-wood. 
Similarly  value  may  be  considered  as  a  quality  like 
strength,  and  called  '^  social  marginal  utility "  or 
"  power  in  motivation,"  but  when  it  is  measured  no  one 
thinks  of  using  a  psychological  laboratory  for  the  pur- 
pose. The  thing  really  measured  is  motivation  as 
registered  in  one  particular  kind  of  action,  it  is  not 
utility  in  general  but  the  power  utility  has  to  produce 
one  kind  of  effect.  The  runner  may  think  of  his  speed 
as  his  personal  quality  and  the  judge  of  the  races  may 
think  of  it  as  a  relation  between  yards  and  seconds,  but 
to  both  alike  the  tape  and  the  stop-watch  tell  the  story 
of  the  speed  attained  in  the  contest. 

Is  it  possible  that  some  day  there  will  be  economists 
who  think  of  value  not  only  as  a  quality,  but  as  a  quality 
which  may  be  measured  in  ways  that  would  conffict 
with  the  measure  of  the  exchanges  ?  Perhaps  we  shall 
be  called  on  to  distinguish  between  *'  social  value  "  and 
'^ exchange  value"  as  Wieser  distinguished  between 
"  exchange  value  "  and  "  natural  value."  If  such  a 
distinction  is  made,*  it  will  furnish  a  difference  that  will 
call  loudly  for  settlement. 

J.  M.  Clark. 

UmVEBSTTT  OF  GmCAQO. 
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In  what  follows,  I  shall  regard  myself  more  as  Pro- 
fessor Clark's  collaborator  in  a  symposium  than  as  his 
opponent  in  a  debate.  At  certain  points  I  shall  definitely 
join  issue  with  him,  at  certain  points  I  shall  build  upon 
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his  analysis^  and  I  shall  try  to  answer  the  questions  he 
raises  as  to  the  implications  of  the  social  value  theory. 
But  I  shall  allow  myself  a  wider  range  than  the  topics 
specifically  raised  by  him,  because  I  do  not  think  that 
he  has  included  enough  considerations  to  furnish  a 
solution  to  his  problem.  I  welcome  the  opportunity 
which  his  criticism  of  some  of  my  doctrine  gives  to  go 
over  the  ground  again,  taking  accoimt  not  only  of  his 
views,  but  also  of  the  views  of  some  other  critics. 

At  the  outset,  I  concur  with  Professor  Clark  in  the 
view  that  it  is  well  to  divorce  as  far  as  possible  the  ter- 
minological, formal,  and  logical  aspects  of  the  question 
from  the  more  important  questions  of  causation.  This 
distinction  is  emphasized  in  my  Social  Value.  I  shall 
give  the  major  part  of  my  attention  to  arguments 
drawn  from  considerations  of  logic  and  scientific 
method,  rather  than  to  arguments  based  on  my  own 
general  theory  of  value.  That  the  two  problems  can- 
not be  entirely  divorced,  however,  is  well  enough 
illustrated  in  Professor  Clark's  own  paper,  particularly 
in  the  following  (p.  672):  "We  think  of  a  bushel  of 
wheat  having  exchange  value  before  it  is  sold.  But  so 
far  as  this  quality,  or  relation,  to  which  the  sale  gives 
a  quantitative  measure,  is  the  resuU  [italics  mine]  of 
previous  sales  of  other  bushels  and  of  the  whole  state 
of  mind  of  the  people  concerned  that  has  grown  out 
of  settled  habits  of  exchange,  it  would  hardly  seem 
worth  debating  which  comes  first  in  the  social  scheme  of 
things.  It  is  much  like  the  question  of  the  relative 
priority  of  the  chicken  and  the  egg."  If  I  could  accept 
this  as  a  theory  of  the  caitses  governing  the  value  of  the 
bushel  of  wheat,  I  might  find  it  easier  to  concur  in  Pro- 
fessor Clark's  view  as  to  the  definition  of  value.  But  I 
do  not  believe  that  the  passage  contams,  even  in  em- 
bryo, an  adequate  theory  of  the  causes  governing  values. 


Digitized  by  LjOOQ IC 


676  QUARTERLY  JOURNAL  OF  ECONOMICS 

The  history  of  prices,  and  the  settled  habits  of  exchange, 
do  not  seem  to  me  particularly  significant  elements  out 
of  which  to  construct  a  theory  of  value.  But  my  chief 
concern  at  present,  as  Professor  Clark's,  lies  in  the 
formal  and  logical  aspects  of  the  value  concept,  to  which 
I  now  turn. 

II 

The  notion  of  value  as  relative  is  Protean.  Or  per- 
haps, since  old  Proteus  was,  somehow,  the  same  indi- 
vidual despite  his  many  forms,  it  is  better  to  say  that 
many  different  notions,  having  different  philosophic 
roots,  go  by  the  name  of  the  relative  conception  of 
value.  One  root  is  the  psychological  doctrine  that 
feelings  can  exist  in  the  mind  only  if  in  contrast  with 
something  else  —  the  contrast  being  made  more  fun- 
damental than  the  feelings  contrasted.  A  single  feeling 
is  an  impossibility.  This  doctrine  lies  at  the  root  of 
Simmel's  theory  of  relativity,  and  has  been  made  some 
use  of  by  Professors  Seligman  and  Pantaleoni.  I  have 
dealt  with  this  type  of  doctrine  elsewhere,^  and  for  the 
present  shall  simply  say  that  I  regard  the  doctrine  as 
psychologically  untenable,'  and  that  I  do  not  consider 
the  inference  drawn  from  it  with  reference  to  the  natiure 

>  Social  Value,  pp.  19-20,  n.,  and  oh.  10. 

*  Cf.  William  James*  critioism  of  the  contention  that  "  semper  idem  sentire  ae  noa 
aentire  '*  are  the  same.  **  *  The  Relativity  of  Knowledge,'  held  in  this  sense,  it  may  be 
observed  in  paasinc,  is  one  of  the  oldest  of  philosophic  supersUtiona.  Whatever  facts 
may  be  dted  in  its  favor  are  due  to  the  properties  of  nerveHiasue,  which  may  be  ex- 
hausted by  too  prolonged  an  excitement.  .  .  .  But  if  we  physically  could  get  such  a 
feeling  that  should  last  eternally  unchanged,  what  atom  of  logical  or  psychological 
argument  is  there  to  prove  that  it  would  not  be  felt  as  long  as  it  lasted,  and  felt  for  Just 
what  it  is,  all  that  time  7  "  The  Meaning  of  Truth,  p.  4,  n.  Cf .,  also,  James'  Principles 
of  Psychology,  II,  pp.  9  ft.  Knowledge,  I  should  maint>ain,  is  relative  only  when  it  is 
"  knowledge-about."  "  Knowledge  of  Acquaintance  "  is  absolute,  i.  e.,  is  a  term  of  the 
"  knowledge-about "  relationship.  Cf.  James'  Principles  of  Payohology,  vol.  i,  pp.  221. 
222.  Cf.,  also,  Dewey's  Studies  in  Logical  Theory,  chs.  1-4,  cap.  ch.  3.  I  am  con- 
tent to  rest  my  view  of  the  matter  on  authority  here,  noting  that  Bergson's  view  is  essen- 
tially the  same  as  that  of  James  and  Dewey.  (Time  and  Free  Will,  passim.)  All 
three  of  these  thinkers  need  temu  before  they  can  talk  about  rdaiiofu. 
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of  value  a  proper  inference  even  if  the  doctrine  were 
sound. 

More  commonly  the  doctrine  has  its  roots  in  geomet- 
rical conceptions.  Values  are  treated  like  spatial  mag- 
nitudeSy  which  are  measured  by  comparison  with  other 
spatial  magnitudes,  and  the  argument  for  the  relativity 
of  values  runs  on  all  fours  with  the  argument  for  the 
relativity  of  space. 

In  a  recent  brilliant  article,  the  French  philosophical 
physicist,  Poincar^,^  maintains  the  thesis  that  if  all 
dimensions  were  doubled,  we  should  not  know  it. 
Houses  would  be  twice  as  high,  but  then  foot-rules 
would  be  twice  as  long,  and  all  things  would  remain  in 
the  same  relation  to  one  another  as  before.  Whence, 
he  concludes,  the  relation  is  the  all  important  thing. 
Absolute  distance  is  a  chimaera.  Now  this  notion  is 
subject  to  the  criticism  that  it  confuses  existence  with 
knowledge  of  existence,  and  confuses  quantity  with 
measurement  of  quantity.  Moreover,  in  its  very 
statement,  it  assumes  absolute  distance:  it  assumes  an 
absolute  distance  to  be  doubled.  But  we  do  not  need 
these  considerations  to  dispose  of  the  doctrine.  The 
proposition  that  we  should  not  know  that  such  a  change 

>  "  The  Relativity  of  Space,"  Monist,  April,  1913.  "  Suppose  that  in  the  night  all 
the  dimensions  of  the  universe  beeame  a  thousand  times  greater;  the  worid  will  have 
remained  nmilar  to  itself,  giving  to  the  word  aimiliiude  the  same  meaning  as  in  Euclid, 
Book  VI.  Only  what  was  a  meter  long  wUl  measure  thenceforth  a  kilometer,  what  was  a 
millimeter  long  will  become  a  meter.  The  bed  whereon  I  lie  and  my  body  itself  will  be 
enlarged  in  the  same  proportion.  When  I  awake  tomorrow  morning,  what  sensation 
shall  I  feel  in  the  presence  of  such  an  astounding  transformation  7  I  shall  perceive 
nothing  at  all.  The  most  precise  measurements  will  be  incapable  of  revealing  to  me 
anjrthing  of  this  immense  convulsion,  since  the  measures  I  use  will  have  varied  precisely 
in  the  same  proportion  as  the  objects  I  seek  to  measure.  In  reality,  this  convulsion 
exists  only  for  those  who  reason  as  if  space  were  absolute.  If  I  for  a  moment  have 
reasoned  as  they  do,  it  is  in  order  the  better  to  bring  out  that  their  way  of  seeing  implies 
contradiction.  In  fact  it  would  be  better  to  say  that  space  being  relative,  nothing  at  all 
has  happened,  which  is  why  we  have  perceived  nothing  (p.  103)."  It  will  be  noticed 
that  Poincar6  repudiates  at  the  end  of  this  quotation  the  assumption  that  an  absolute 
sxMce  has  been  altered,  but  it  is  only  by  making  that  assumption  that  he  could  even 
state  his  argument.  And  the  same  assumption  recurs  at  every  point  in  the  whole  of  the 
article.  The  very  notion  of  relativity  is  meaningless  and  un$tatabU  except  as  there  are 
assumed  absolute  terms  for  the  relations. 
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had  been  made,  that  such  a  change  would  make  no 
difference  in  the  relations  among  things,  is  true  only  so 
long  as  we  confine  attention  to  the  purely  geometrical 
qualities  of  things  —  to  space  relations.  Introduce  any 
other  quaiitieSy  and  trouble  arises.  Imagine,  e.  g.,  a 
ball  of  lead  suspended  by  a  wire  of  lead  which  is  just 
strong  enough  to  hold  it  up.  Now  double  all  dimen- 
sions: the  diameter  of  the  lead  ball,  the  diameter  of  the 
lead  wire,  the  length  of  the  lead  wire,  the  diameter  of 
the  earth  —  will  not  the  wire  snap  and  the  ball  fall  to 
the  ground?*  The  doctrine  is  thus  not  true  when 
gravitation  is  added  to  space  relations.  Add  more 
complex  qualities  to  the  consideration,  the  varying 
properties  of  different  substances,  the  delicate  adjust- 
ments within  the  bodies  of  biological  organisms,  the 
complexities  of  psychological  and  social  phenomena, 
and  the  doctrine  is  reduced  to  mere  trifling.  It  is  a 
notion  with  which  a  geometrician  may  play,  but  which 
has  no  business  in  the  social  sciences. 

The  parallel  argument  with  reference  to  values  is,  of 
course,  that  values  are  known  only  through  prices, 
exchange  relations;  that,  therefore,  if  prices  should 
remain  constant,  but  all  values  be  cut  in  half,  or  multi- 
plied by  two,  we  should  never  know  it,  that  therefore 
the  assertion  that  values  have  changed  in  absolute 
magnitude  while  prices  have  remained  the  same  is 
meaningless.  Something  of  this  sort  seems  to  be  in- 
volved in  Professor  Clark's  argument,  as  for  instance  in 
the  passage  quoted  above,  and  in  the  paragraph  which 

1  Profeflsor  F.  C.  Becker,  of  the  Department  of  Philosophy  in  Western  Reaerve 
UniverBity,  in  an  article  which  he  has  not  yet  published,  has  worked  out  a  complete 
refutation  of  Poincar6  along  this  line,  showing  any  number  ol  derangements  in  the 
exiBting  physical  order  that  a  doubling  of  dimensions  would  occasion.  One  such  illu*- 
tration  might  be  drawn  from  the  peculiarity  of  light  waves  mentioned  by  Poincar6  him- 
self on  p.  164  of  his  article.  Professor  W.  F.  Osgood  suggests  as  an  illustration  the 
fact  that  a  flea,  if  it  became  as  big  as  an  elephant,  would  find  its  Jumping  abilities  sadly 
reduced  in  proportion,  since  weight  increases  in  one  ratio,  and  strength  of  tiasoe  in 
another,  with  the  increase  in  dimensions. 
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follows  ity  particularly  the  sentence,  *^  The  two  concepts 
must  behave  alike,  since  one  is  only  known  [italics 
mine]  through  the  other."  But  the  reply  is  first  that 
existence  and  knowledge  are  different  things,  and  that 
the  "  relativity  of  knowledge  "  *  does  not  involve  the 
same  relativity  in  the  thing  known.  And  the  second 
answer  is  that  the  argument,  to  be  statable,  must 
involve  the  assumption  of  absolute  values  as  changing. 
And  the  third  answer  is  even  easier  in  the  case  of  values 
than  with  reference  to  space,  because  values  do  signif- 
icantly manifest  themselves  in  other  ways  than  in  ex- 
change, and  are  in  other  relationships  than  the  exchange 
relationship.  If,  for  example,  all  economic  values 
should  rise  markedly,  but  in  the  same  proportion,  then 
men  would  give  more  thought  and  effort  to  the  accumu- 
lation of  wealth,  and  wou^d  concern  themselves  less 
about  religious  and  other  spiritual  goods.  For,  after 
all,  economic  values  affect  the  lives  of  men  as  well  as 
affecting  exchange  relations  among  goods.  I  shall 
recur  to  this  point  later,  in  connection  with  the  general- 
ization of  the  notion  of  value  to  include  legal,  religious, 
moral,  and  other  non-economic  forces  of  social  motiva- 
tion and  control.  If  one  wishes,  on  the  basis  of  an 
argument  of  this  kind,  to  assert  the  relativity  of  values, 
one  must  broaden  the  value  concept  to  include  these 
other  kinds  of  value.  Economic  values  alone  do  not 
constitute  a  complete  or  self-contained  system.  But 
the  argument  would  be  easily  confuted  if  it  sought  to 
develop  the  impossibility  of  knowing  that  a  doubling 
of  all  kinds  of  values,  non-economic  and  economic 
together,  had  taken  place.  Because  such  a  doubling 
would  manifest  itself,  not  in  a  different  distribution  of 
men's  activities,  but  in  an  intensification  of  all  activities, 
and  in  greater  intensities  of  consciousness  of  various 

>  See  p.  076,  n.,  loprm. 
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kinds.  Unless  Professor  Clark  wishes  to  challenge  my 
contention  that  the  essential  function  of  values  lies  in 
their  power  in  motivation,  that  the  fimction  ^  of  eco- 
nomic values  is  to  guide  and  control  the  economic  life  of 
society,  I  do  not  see  how  he  can  avoid  this  conclusion. 
And  here,  I  may  indicate,  is  part  of  my  answer  to  his 
analogy  between  ''exchange  value"  and  wood-chopping 
as  the  measure  of  strength  (pp.  672,  673):  exchange 
is  one  of  the  methods  of  measuring  economic  values, 
and,  in  a  competitive  society  where  there  is  free  enter- 
prise, and  the  like,  it  is  the  chief  and  most  exact  method ; 
but  it  is  not  the  only  method.  We  have  other  tests, 
as  just  shown,  which,  if  not  ordinarily  so  exact  and 
easily  used,  are  really  much  more  fundamental. 

Another  doctrine  which  goes  by  the  name  of  the  rela- 
tivity of  values  rests  on  the  contention  that  the  psy- 
chological ''  energy  of  valuation  "  '  of  an  individual  or  a 
group  is  limited  to  a  fixed  amount,  that  therefore  a  rise 
in  the  value  of  one  object  must  draw  a  corresponding 
amount  of  value  from  some  other  object,  so  that  an 
increase  in  the  aggregate  of  values  is  impossible.  This 
notion,  however,  resembles  but  superficially  the  con- 
ceptions of  relativity  so  -far  discussed.  Instead  of 
assuming  that  we  know  value  magnitudes  only  through 
value  relations,  it  assumes  that  we  know  all  about  the 
totality  of  value-magnitudes  directly.  And  relativity 
here  means,  not  dependence  on  exchange  relations,  but 
simply  that  particular  values  are  related  to  a  fixed  sum 
of  values  as  part  to  whole.  With  this  notion  I  should 
have  no  quarrel  on  strictly  logical  groimds,  but  rather  on 
psychological  groimds  which  I  need  not  here  consider, 
as  I  have  gone  over  the  matter  at  length  elsewhere.' 

1  Sodid  Value,  oht.  10-11. 

*  Vide,  Baldwin's  DiotionAiy  of  Philoaophy,  «.  «.  "  Worth.  " 

>  Social  Value,  oh.  16. 
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A  more  remarkable  formulation  has  recently  come 
from  Professor  L.  H.  Haney,^  "  the  relativity  of  un- 
related and  independent  parts  ''  —  the  relativity  of  the 
unrelated!  In  contrast  with  this,  Professor  Haney  sets 
another  phrase,  "  a  social  relativity,"  which  is  designed 
to  convey  his  own  conception.  As  I  do  not  know  what 
Professor  Haney  means  by  these  expressions,  I  shall  not 
disciiss  them,  but  I  list  them  here  to  illustrate  the 
multiplicity  of  turns  that  have  been  given  to  this 
versatile  term,  and  in  the  hope  that  some  future  writer 
may  clear  up  what  I  suspect  to  be  a  mixing  of  categories 
which  ought  to  be  "  related  "  in  a  difiFerent  way. 

Certain  writers  have  sought  to  rest  the  case  for  the 
relative  notion  on  an  arbitrary  definition,  on  the  as- 
sumption that  usage  has  settled  the  matter  once  for  all. 
Among  these  I  might  include  a  critic  of  my  Social 
ValuCf  M.  M.  Ansiaux,  who,  writing  in  French,  criti- 
cizes my  use  of  English  in  this  particular.*  The  French 
"  valeur  "  may  well  have  a  closer  connection  with  the 
relative  conception  than  has  been  the  case  with  English 
"  value  "  or  German  "  Wert,"  but  the  association  is  not 
so  universal  even  in  French  as  to  prevent  Gabriel 
Tarde  from  using  '^  valeiu* "  as  an  absolute  quality  and 
quantity  (a  quantity  being  any  quality  which  can 
mount  or  descend  a  scale  without  ceasing  to  be  the 
same  quality)  independent  of  exchange  relations.    As 

>  **  The  Sodal  Pdat  of  View  in  Eoonomios,  11/'  Quarterly  Journal  of  Eoonomios, 
February.  19U.  p.  296. 

>  AnduYee  Sociologiquee  de  I'lnstitut  Solvay,  Bulletin  No.  21,  May  26.  1912,  pp. 
949-956.  "  Pr6oocup6  de  f  aire  de  la  valeur  une  notion  soeiale  de  premier  ordre.  Ander- 
son rejette  la  definition  dee  ^oonomiatee.  La  valeur.  dit-il,  n'eet  pas  une  reUUion,  o'est 
une  quanliU.  Libre  k  lui,  sans  doute,  de  donner  au  mot  un  sens  nouveau;  il  sem- 
blerait  pourtant  qu  *un  adepte  de  la  sodolosie  d&t  se  montier  moins  *  individualiste  * 
et  manifester  plus  de  respect  pour  Tusase  re^  et  d'ailleurs  legitime.  Le  prooM^  est 
tout  k  fait  axbitraire.  Que  diraii-on  d*un  naturaliste  qui  appellerait  vertM>res  les 
feaiUesd'une  huttre  et  en  oonolurait  que  Thultreest  un  Tert6br6,grandeT6rit6  mi6connue 
par  tous  les  savants  pass6s  et  prfisents  7 

**  L'innovation  d' Anderson  est  d'autant  plus  sujette  k  caution  que  le  vecbe  aaloir 
(et  en  anglais  radjeotif  worth)  impUque  une  oomparaison.'!     (P.  961.) 
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to  usage  in  English  and  German,  I  think  no  one  has  a 
right  to  dogmatize  when  Friedrich  Wieser,  Adam  Smith, 
Ricaido,  W.  F.  lioyd,  J.  B.  Clark,  A.  S.  Johnson,  L.  S. 
Meriam,  E.  A.  Ross,  David  Kmley,  W.  A.  Scott,  T.  S. 
Adams,  and  W.  G.  L.  Taylor,^  to  mention  no  others, 
have  exphcitly  recognized  the  absolute  notion,  and  have, 
with  greater  or  less  consistency,  used  the  term  in  that 
way.  That  practically  all  economists  have  used  the 
absolute  notion,  when  they  have  got  past  the  chapter  on 
definition,  as  a  necessary  tool  of  thought,  I  have  tried 
to  show  in  Social  Value. 


Ill 

I  turn  now  to  the  more  usual  conceptions  of  relativity 
that  one  meets  in  current  economic  lit^^ture :  '^  ratio  of 
exchange,''  "power  in  exchange,"  "purchasing  power," 
''taux  d'  Mvange;' "  Tauschfuss,''  ''TauachkrafU'  These 
terms,  when  used  as  equivalents  of  value,  are  not  all 
identical  by  any  means,  but  they  have  in  common 
two  corollaries:  (1)  the  doctrine  that  a  general  rise  or 
fall  of  values  is  impossible,  since  a  rise  in  the  value  of 
good  A  means  that  B  has  gone  lower  in  value  with 
reference  to  A;  and  (2)  the  contention  that  if  one  piece 
of  wealth  existed  alone,  it  could  have  no  value,  —  that 
two  goods,  different  in  some  particular  (else  no  occasion 
for  exchange  would  exist),  must  be  present  before  value 
can  be  predicated  of  either  of  them.  As  against  these 
doctrines,  the  absolute  value  concept  would  contend, 

>  The  index  of  dahim  in  Social  Value  will  give  ref erenoee  to  my  diaeuanoa  of  tlie 
wiiten  listed.  Taide,  G..  Pfeycholosie  £ooiioiniqiie,  vol.  i,  pp.  63  If.  Johnson.  ▲.  8., 
"  Davenport's  Eoonomios  and  the  Present  Problems  of  Theory,**  Quarterly  Journal  of 
Eoonomios,  May,  1914.  See  also  Am.  Econ.  Rev.,  June,  1912,  p.  390.  Cf.  Professor 
Davenport's  discussion  of  the  German  use  of  *'  Wert,"  Value  and  Distribution,  p.  296. 
The  non-relative  meaning  is  the  usual  meaning  of  "  Wert,"  in  ProfeMOT  Davenport's 
Judgment.  "  Preis  **  (not  confined  to  money-priee)  is  the  more  eommon  term  for 
value-relations,  in  German. 
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(1)  that  there  can  be  a  general  rise  or  fall  m  values, 
with  or  without  a  change  in  exchange  relations,  and 

(2)  that  if  only  one  piece  or  one  kind  of  wealth  existed, 
it  would  have  value,  and  that  value  would  fimction  in 
the  control  of  economic  activity.  To  illustrate  the  last 
point,  let  us  assume  a  society  in  the  tropics  where  the 
bread-fruit  tree  is  abundant,  the  water  supply  adequate, 
wants  for  other  goods  too  slight  to  induce  labor,  except 
that  one  good,  red  cloth,  can  be  produced  from  super- 
abimdant  vegetable  resources  without  the  use  of  tools, 
—  no  technical  appliances  being  known.  Would  that 
red  cloth  have  value  ?  Assuredly.  That  value  would 
induce  economic  activity.  As  that  value  rose  or  fell, 
the  activity  would  increase  or  decrease.  There  would 
be  no  possibility  of  measiuing  the  value  in  exchange, 
for  no  motive  to  exchange  would  exist.  By  hypothesis, 
the  labor  of  the  community  is  valuable  oidy  because  it 
can  produce  the  red  cloth,  and  hence  no  exchange  of 
labor  for  cloth  would  occur.  The  time  element  might 
induce  men  to  trade  present  labor  in  miaking  cloth  for 
future  labor  in  miaking  cloth,  or  even  present  cloth  for 
future  labor,  but  Professor  Clark,  as  a  good  Austrian, 
will  see  in  this  after  all  only  an  exchange  of  cloth 
(present)  for  cloth  (future)  and  so,  after  all,  no  measure- 
ment of  the  value  of  cloth.  There  could  be  no  variation 
in  the  relation  between  a  given  day's  labor  and  a  speci- 
fied imit  of  cloth,  since  my  hypothesis  excludes  "  dimin- 
ishing returns  "  from  land,  and  assumes  a  constant 
(labor-time)  cost.  To  the  labor-time  Professor  Clark 
(as  an  Austrian)  will  attribute  a  value  reflected  from 
its  product.  I  may  simpUfy  my  hypothesis  by  making 
the  cloth  non-reproducible.  Then  the  value  cannot 
even  be  measured  by  its  power  to  call  forth  productive 
activity.  It  will  still  function,  however,  in  the  care 
with  which  the  commimity  economizes  in  the  use  of  the 
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cloth,  in  the  concern  with  which  the  group  views  the 
wearing  away  of  the  supply,  in  the  measure  of  resistance 
which  the  group  might  offer  to  enemies  who  sought  to 
rob  them  of  it,  in  their  grief  if  the  supply  were  lost. 
On  either  hjrpothesis,  we  cannot  measure  the  value  of 
the  cloth  in  the  usual  way,  by  comparing  it  with  some 
other  economic  good  (tho  exchange  is  not  necessary  for 
even  this  comparison).  But  is  capacity  for  precise 
measurement  a  sine  quA  rum  of  existence  ?  Is  there  a 
definite  distance  between  the  earth  and  the  remotest 
star  in  the  Milky  Way  ?  How  much  is  it  ?  Would  the 
distance  be  altered  if  we  measured  it  ? 

It  will  be  seen  from  the  foregoing,  that  my  objections 
to  the  relative  conception  of  value  do  not  rest  on  the 
particular  term  chosen.  "  Purchasing  power  "  and 
'^  ratio  of  exchange  '^  seem  to  me  alike  objectionable. 
I  have  indicated  this  in  Social  Value.  I  found,  how- 
ever, in  the  notion  of  *'  ratio  of  exchange  "  certain 
special  objectionable  featiu^s,  imless  a  prior  absolute 
value  were  posited  to  constitute  the  terms  of  the  ratio. 
No  ratio  is  possible  between  incommensurable  quanti- 
ties. Milk  and  gold,  on  the  basis  of  their  conventionally 
measured  physical  qualities,  are  not  commensurable,  or 
if  compared  on  the  basis  of  weight  or  bulk,  would  be 
related  in  a  different  ratio  from  the  exchange  ratio 
which  we  find.  Of  course,  there  is  one  kind  of  homo- 
geneity for  all  things:  everythmg  may  be  counted,  even 
tho  each  be  niunbered  in  a  different  imit,  and  ratios  may 
be  made  between  the  abstract  numbers  which  the 
counting  results  in.  But  this  gives  an  abstract  ratio 
merely,^  which,  I  contended,  is  of  no  use  to  the  econo- 
mist. I  indicated,  in  the  chapter  on  Jevons  and  Pareto, 
that  their  theories  had  developed  only  such  abstract 
ratios,  ratios  lacking  concrete  terms,  and  that  Bohm- 

i  Social  Value,  p.  22. 
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Bawerk^  altho  seeking  something  much  more  concrete, 
had  really  foimd  nothing  more.  Jevons  himself  had 
recognized  this  very  explicitly.  My  contention  with 
reference  to  this  point  is  not  that  an  abstract  mathemat- 
ical ratio  violates  the  canons  of  logic,  J)ut  that,  for  the 
economist,  it  is  meaningless;  meanin^ess,  that  is,  till 
further  analysis  gives  it  "economic  quantities"  for 
terms.  Now  Professor  Clark  appears  to  meet  this  by 
a  plea  of  confession  and  avoidance.  It  is  not  clear 
to  me,  however,  that  he  has  done  more  than  take 
the  abstract  mathematical  ratio,  rename  it  "rate," 
and  propose  it  as  the  equivalent  of  value.  I  grant 
cheerfully  the  legitimacy,  as  a  matter  of  logic,  of  his 
notion,  but  I  raise  the  question,  what  use  can  he 
make  of  the  notion  ? 

Some  things  he  can  do  with  the  notion,  perhaps,  but 
not  many.  You  cannot  add  rates  of  exchange,  to  get  a 
sum  of  values.  "  The  questions  to  be  answered  are 
quantitative.  .  .  .  Reciprocal  comparisons  give  no 
simos.  .  .  .  Ratios  [or  rates]  of  exchange  alone  afford 
us  no  answers  to  the  economist's  chief  inquiries."  ^ 
Nor,  for  expressions  of  this  criticism,  do  I  need  to  con- 
fine myself  to  those  who  accept  fully  the  absolute  notion 
of  value.  Professor  Carver,*  who  defines  value  as 
"  purchasing  power  "  still  finds  a  quantitative  notion  of 
some  sort  necessary.  A  "  rate  "  would  be  of  no  use  to 
him.  Bohm-Bawerk  criticizes  the  notions  of  "ratio 
of  exchange,"  "  Austauschverhaeltnis,"  and  "Tausch- 
fuss "  (perhaps  correctly  identified  with  Professor 
Clark's  "  rate  of  exchange ")  by  saying  that  these 
expressions  have  a  peculiar  shade  of  meaning  which 
makes  it  impossible  to  attribute  them  to  goods  as  quali- 

1  J.  B.  Clark.  "  Ultimate  Standard  of  Value,"  Yale  Review,  1892,  p.  258. 

9  "  Concept  of  an  Economic  Quantity,"  Quarterly  Joumal  of  Economics,  May, 
1007. 
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ties,  or  to  speak  of  a  greater  or  less  magnitude  of  them.^ 
Bohm-Bawerk  considers  value  (his  ' '  objective  value  in 
exchange  ")  relative,  but  none  the  less  wishes  to  treat 
it  as  a  ''  Kraft  oder  Eigenschaft  "  of  goods.'  Professor 
Clark's  ''  rate  "  }pa6a  itself  no  more  than  does  ''  ratio  " 
to  the  notion  of  money  as  a  "measure  of  values." 
Just  as  it  will  not  serve  when  one  wishes  to  add  items  of 
wealth  to  get  a  sum,  so  it  fails  when  one  wishes  a  sum 
of  value  as  a  distribuendum  for  the  theory  of  distribu- 
tion. One  cannot  speak  of  value  as  the  attribute  or 
quality  of  wealth,  if  value  be  merely  a  "rate"  of 
exchange.  Nor  can  one  speak  of  a  unit  of  value.'  I 
shall  not  elaborate  these  considerations,  drawn  from  the 
practical  needs  of  the  economist  in  handling  his  prob- 
lems, since  I  have  discussed  this  matter  pretty  fully  in 
chapters  2  and  11  of  my  Social  Value.  I  shall,  however, 
give  some  illustrations  of  the  difficulties  arising  in  the 
absence  of  the  absolute  value  concept  that  have  come  to 
my  attention  since  the  book  was  written. 

But  first,  I  would  raise  a  further  question :  if  the  value 
of  wheat  be  its  rate  of  exchange,  which  rate  is  it  ?  Its 
rate  of  exchange  with  iron,  or  coal,  or  com,  or  hats  ? 
Each  is  a  difiFerent  rate.  Will  Professor  Clark  choose 
among  them  ?  Or  will  he  try  to  average  them  ?  How 
does  one  average  rates  of  exchange  ?  ^  Or  will  he  confine 
himself  to  the  rate  of  exchange  with  money,  and  limit 
value  to  money  prices  ?  Or  will  he  say  that  a  good  has 
as  many  values  as  there  are  other  goods  on  the  market  ?  * 
C.  M.  Walsh,  in  his  Measurement  of  General  Exchange 
Value,  treating  value  as  a  quantity  rather  than  a  ratio,  a 

>  GnmdsOge  der  Theoiie  det  wirtsehaftUehen  QQterwerte,  Conrad's  JahrbQcher, 
N.  F.,  vol.  ziii  1886,  p.  478.  n.  >  Ibid.,  p.  6. 

*  Cf.  Am.  Eoon.  Rev.,  Supplement,  March,  1913,  p.  43.        «  See  p.  707,  n.,  infra. 

s  This  is  the  rtriotly  logical  outcome.  It  is  definitely  stated  by  not  a  few  writers, 
notably  Davenport,  Econondcs  of  Enterprise,  p.  343,  and  Ely,  Outlines  of  Economics, 
1909  ed.,  p.  157. 
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quantity  analogous  to  gravity,  attempts  to  average 
particular  exchange  values  into  a  general  exchange 
value,  but  he  would  not  undertake  that  for  rates  of  ex- 
change.^ These  questions  must  be  answered  before 
"  rate  of  exchange  "  can  be  a  very  important  "  core  of 
economic  thinking." 


IV 

In  illustration  of  the  difficulties  which  arise  in  the 
absence  of  the  absolute  value  concept,  I  wish  to  call 
attention  to  a  point  in  Professor  Fisher's  Purchasing 
Power  of  Money.  Demand  and  supply  curves,  showing 
the  determination  of  particular  prices,  in  which  the 
quantity  of  goods  of  each  kind  is  measured  along  the 
horizontal  axis,  and  numbers  of  dollars  are  measured 
along  the  ordinates,  must  always  assume,  (a)  a  fixed 
unit  for  the  good  in  question,  and  (6)  a  fixed  value  of 
the  dollar.     With  the  notion  of  value  as  an  absolute 

>  Walsh  oonaidera  values  quantitative,  and  alao  declares  them  to  be  reUtiye.  But 
it  would  involve  a  more  daborate  disouasion  than  is  here  desirable  to  take  fuU  account  of 
bis  doctrines.  One  chief  difference  between  his  views  and  mine  grows  out  of  his  phi- 
losophy of  Q^antUy.  AU  quantities  are  relative  for  him,  and  value  ii  no  more  relative 
than  any  other  quantity.  "  That  exchange  value  ia  a  relative  quantity  ia  not  a  pecu* 
liarity  at  all.  All  quantities  are  relatively  quantitative.*'  (Op.  oit.,  p.  66.)  His 
objection  to  the  term,  "  absolute,"  rests  upon  the  assumption  that  **  absolute  "  must 
mean  **  without  relation  to  anything  else,'*  and  that  an  absolute  must  be  unvarying. 
(Ibid.,  p.  66.)  As  I  do  not  use  the  term,  absolute,  in  this  way  (Social  Value,  pp.  23-24), 
it  is  needless  to  discuss  the  matter.  And  as  I  am  concerned  simply  with  maintaining 
that  value  ia  a  quantity  like  other  quantities,  I  need  not,  for  my  purposes,  quarrel  with 
a  writer  who  accepts  this  point,  but  treats  all  quantities  as  relative.  I  am,  moreover, 
prepared  to  concede  that  for  certain  purposes  of  mensuration,  leaving  questions  of 
causation  aside,  Walsh  has  developed  a  very  useful  concept.  Great  latitude  is  per- 
missible in  framing  concepts  when  only  measurement  is  inv<dved. 

As  a  matter  of  causal  theory,  I  object  to  the  strict  analogy  between  gravity  and  value 
(Walsh,  op.  cit.,  pp.  7-^)  on  the  ground  that  while  the  relation  of  gravity  between 
bodies  finds  its  causes  vUhin  the  bodies  concerned,  the  relation  of  exchange  between 
goods  is  but  a  reflection  of  the  more  significant  relations  between  the  goods  and  men. 
It  should  be  pointed  out,  too,  that  on  the  strict  analogy  between  gravity  and  value,  one 
would  get  a  very  different  doctrine  from  the  usual  doctrine  of  relative  values:  e.  g.,  a  rise 
in  the  value  of  good  A  should  lead  to  a  rise,  and  not  a  fall,  in  the  value  of  good  B  ex- 
changed for  it.  Just  as  an  increase  in  the  mass  of  the  earth  would  lead  to  an  increase  in 
the  weight  of  all  objects  in  its  sphere  of  attraction.  Walsh  himself  does  not  draw  this 
conclusion.    (Of.  his  chapter  xiii.) 
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quality  and  quantity,  this  is  easily  managed.  The 
same  is  true  of  the  notion  of  cost  of  production:  cost 
curves  have  significance  only  if  the  unit  of  cost,  the  dol- 
lar, be  assumed  unvarying  in  value.^  Before  the  ques- 
tion of  any  particular  price  is  approached,  either  from 
the  standpoint  of  supply  and  demand,  or  from  the 
standpoint  of  cost  of  production,  money y  and  a  fixed 
value  of  money,  must  be  assumed.'  Behind  all  oiu*  con- 
ventional price  theory,  rationalizing  it  and  validating  it, 
lies  the  notion  of  value,  and  of  a  fixed  value  of  the 
money  imit.  Professor  Fisher  sees  clearly  the  need  for 
some  such  notion  in  connection  with  supply  and  demand 
and  costs.'  But  his  stock  of  theoretical  concepts 
includes  no  absolute  value.  He  seeks  to  supply  the 
lack  by  a  process  that  seems  to  me  most  extraordinary. 
He  takes  an  average  of  particular  prices,  the  general  price 
level,  and  exalts  it  into  an  independent  entity,  prior  to 
and  master  of  the  particular  prices  out  of  which  it  is 
derived,  of  which  it  is  a  mere  average.  The  analogy  is 
with  the  sea  level  and  the  waves:  ''  We  cannot  explain 
the  level  of  the  sea  by  the  height  of  its  individual  waves ; 
rather  must  we  explain  in  part  the  position  of  these 
waves  by  the  general  level  of  the  sea."  *  The  emer- 
gency is  great,  but  surely  the  remedy  too  heroic!  An 
average,  an  abstraction,  a  mere  mathematical  simunary ! 
Ex  nihilo  nihil  fil,  —  there  cannot  be  more  in  the  aver- 
age than  there  is  in  the  particulars.'     The  absolute 

^  I  am  not  now  considering  the  poesibility  of  other  ooet  concepts  than  the  usual 
entrepreneur  cost  notion,  and  I  waive  a  discussion  of  the  possibility  of  other  demand  and 
supply  notions  than  those  commonly  presented  in  the  conventional  curves. 

s  Social  Value,  passim,  esp.  pp.  80  and  48,  and  ch.  17. 

•  Op.  cit.,  pp.  174-177.  «  Ibid.,  p.  177. 

*  I  am  glad  to  find  myself  in  agreement  with  Professors  T<aughlin  and  Kemmerer  in 
holding  that  this  notion  of  Professor  Fisher's  is  untenable.  "  The  distinction  Professor 
Fisher  draws  between  the  prices  of  individual  commodities  and  the  general  price  level 
appears  to  me,  as  to  Professor  Liiughlin,  to  be  untenable.  It  is,  moreover,  contradie- 
toxy  to  his  general  philosophy  of  money.  His  index  numbers  recognise  no  general  price 
level  distinct  from  individual  prices.  .  .  .     Professor  Fisher's  illustration  of  the  ocean 
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social  value  of  money  which  my  theory  offers  instead 
has  been  objected  to  as  a  highly  theoretical  notion,  but 
it  at  least  purports  to  be  a  living,  psychological,  dynamic 
thing,  with  causal  efficiency,  —  not  a  mathematical 
average.  I  know  nothing  more  metaphysical  in  the 
history  of  economic  theory  than  this  hypostasis  of  an 
average.  It  is  interesting  to  note  that  Professor 
Fisher,  in  a  later  article,  has  recognized  and  used  the 
absolute  value  concept,^  tho  in  a  different  connection.' 
Assuming  value,  and  particularly  a  fixed  value  of 
money,  very  many  economic  problems  may  be  handled 
by  price  theory,  as  distinguished  from  value  theory,  and 
without  expUcit  reference  to  the  value  concept.  Sums 
of  dollars,  of  an  implicitly  assumed  fixed  value,  may 
give  all  the  ''  economic  quantities  "  that  are  needed  for 

would  be  more  appodte  if  he  called  it  a  lake  whose  level  was  continually  chancing,  and  if 
he  oonndered  each  i>artieular  wave  as  eztendinc  to  the  bottom.'*  Kemmerer,  Papers 
and  Diflcuaaions,  23d  Annual  Meeting  of  the  American  Economic  Anociation,  p.  63. 
At  the  aame  time,  I  agree  with  Professor  Fisher  that  there  must  be  something  more 
fundamental  than  the  particular  prices.  This  something  I  find  in  the  absolute  value 
of  money. 

1  American  Economic  Review,  December,  1014,  pp.  825-827. 

*  A  possible  alternative  interpretation  of  Professor  Fisher's  conception  is  suggested 
in  two  or  three  sentences  in  the  passage  of  the  Purchasing  Power  of  Money  I  have  been 
diacwwing.  On  p.  176  he  makes  a  distinction  between  individual  prices  reloit'vety  to 
each  other  and  the  price  level.  But  the  distinction  which  he  diteutua  in  the  passage  as  a 
whole  is  between  the  price  level  and  individual  prices  not  considered  in  relation  to  each 
other.  Comparison,  moreover,  with  his  original  enunciation  of  the  notion  (Papers  and 
Discussions,  23d  Annual  Meeting  of  the  American  Economic  Association,  pp.  36-87), 
would  serve  to  Justify  the  interpretation  I  give,  as  nothing  at  all  is  said  there  about 
super-ratios  between  individual  prices.  But  the  internal  evidence  is  even  more  con- 
vincing. Demand  and  supply,  and  cost  of  production,  find  their  problem,  not  in  the 
relation  between  the  money  price  of  aspirin  and  the  money  price  of  caviar,  but  in  the 
money  price  of  aspirin  or  the  money  price  of  caviar  considered  separately.  Professor 
Fisher  thus  conceives  supply  and  demand  in  his  Elementary  Principles  (p.  260).  This 
interpretation  is  especially  necessary,  since  Professor  Fisher  is  Jmning  issue  with  writers 
who  surely  use  demand  and  supply  and  cost  of  production  as  means  of  explaining  money 
prices,  and  not  super-ratios  between  them.  Further,  the  price  levd  is  not,  on  Professor 
Fisher's  own  scheme,  a  factor  in  determining  the  relations  of  the  prices  of  sugar  and  of 
wheat  inter  m.  With  a  given  price  level,  wheat  might  be  worth  a  dollar  and  sugar  nine 
cents,  and  the  ratio  of  their  money  equivalents  would  be  100 : 0  with  a  price  level  twice 
as  high,  wheat  would  be  worth  two  dollars,  and  sugar  eighteen  cents,  but  the  ratio 
between  their  money  equivalents  would  be  still  100 :0.  The  whole  discussion  is  quite 
meaningleas  unless  the  contrast  be  between  concrete  money  prices  of  particular  goods, 
and  their  average.  On  either  interpretation,  moreover,  my  criticism  of  the  eialting  oi 
the  average  into  an  entity  would  stand. 
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very  many  problems.  This  is  why  "the  practical 
reasoning  of  one  school  must  be  surprisin^y  like  the 
practical  reasoning  of  the  other/'  as  Professor  Clark 
says.  It  is  in  the  theory  of  money  itself  that  the  abso- 
lute value  notion  becomes  most  clearly  needed,  and  it  is 
by  writers  on  money  that  this  has  been  most  clearly 
seen.^  Writers  on  money  whose  definitions  of  value  are 
of  the  relative  type  very  commonly  more  or  less  uncon- 
sciously make  use  of  the  absolute  notion,  and  sometimes 
make  a  sudden  shift  from  the  one  notion  to  the  other, 
when  problems  seem  thereby  solved.  Professor 
Laughlin,  e.  g.y  in  his  Principles  of  Money y  defines  value 
in  relative  terms  (pp.  4-5).  However,  he  finds  the 
absolute  notion  necessary  for  miany  purposes,  and  in  his 
chapter  on  "The  True  Theory  of  Prices,"  makes 
repeatedly  the  assumption  that  the  value  of  gold  is 
constant  while  the  values  of  other  things  vary,  and  even 
the  assumption  that  the  value  of  gold  is  constant  while 
the  generid  price  level  varies,  an  assumption  only  pos- 
sible on  the  absolute  notion.  (See  especially  pp.  352- 
356,  and  particularly  355.)  On  p.  342,  discussing  the 
movement  of  gold  from  gold-producing  to  non-mining 
countries,  he  avoids  an  analysis  of  the  actual  process  by 
which  prices  are  changed,  an  analysis  which  the  quan- 
tity theorists  aim  to  supply,  by  saying:  "  It  seems 
quite  unnecessary,  then,  to  go  through  a  subsequent 
process  of  comparing  the  media  of  exchange  with  the 
mass  of  transactions  in  order  to  produce  a  change  in 
prices,  or  to  find  the  cause  of  any  alteration  of  prices. 
The  modification  of  value  going  on  antecedently,  for 
causes  existing  before  the  actual  record  of  prices  on  the 
dialrplate  of  trade  [absolute  value,  prior  to  exchange], 
was  the  real  price-making  process,  to  which  the  media 
of  exchange  afterwards  conform  as  a  matter  of  course, 

>  Cf.  Sodal  Value,  p.  120,  n.  8. 
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or  as  a  register  of  events.  If  the  standard  falls  or  rises 
in  value,  of  course  prices  rise  or  fall;  ihat  is  what  is 
meant  by  afdU  or  rise  in  the  value  of  the  money  commodity 
[relative  value  concept]  .  .  .  (All  italics  mine).  While 
agreeing  fully  with  Professor  Laughlin  that  the  quan- 
tity theory  does  not  offer  a  satisfactory  account,  either 
of  the  causes  or  of  the  mod/us  operandi  of  price  changes, 
I  would  urge  that  the  matter  is  not  so  easily  disposed 
of  as  this.    There  is  a  process,  which  requires  Hme. 

It  would  not  be  difficult  to  multiply  instances  of  the 
unconscious  use  of  the  absolute  value  notion  at  great 
length.^  And  the  shift  to  the  relative  notion,  in  a  more 
self-conscious  moment,  occurs  not  infrequently.  The 
explicit  use  of  the  relative  concept  very  frequently  is  a 
substitute  —  not  chosen  for  that  reason,  of  course  —  for 
analysis.  Owing  to  the  difficulty  of  carrying  in  mind 
in  the  course  of  a  train  of  economic  analysis  all  the 
factors  on  both  sides  of  the  price  relation,  the  normal 
and  proper  thing  is,  of  course,  to  abstract  from  one  side, 
and  center  attention  on  the  other  alone.  But  this 
means  a  study  of  an  absolute  value.  To  apply  the 
results  of  such  an  investigation  then  directly,  without 
correcting  for  the  abstraction,  to  a  final  conclusion  as  to 
the  price  relation,  on  the  ground  that  value  is  relative, 
is  to  be  guilty  of  a  shift  in  the  meaning  of  terms  in  the 
course  of  an  argument. 


Professor  Clark's  analogy  of  value  with  rate  of  speed 
suggests  some  interesting  points.  He  recognizes  that 
the  ratio  is  not  between  time  and  distance,  in  the  case  of 
speed,  but  between  the  abstract  arithmetical  niunbers 
resulting  from  the  counting  of  the  arbitrary  units  in 

1  Cf .  JohnMn'i  diaounion  of  DaTenport'i  unce.  Quarterly  Jounud  of  Eoonomics, 
May.l014.pp.48a-4a6. 
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which  time  and  distance  (units  different  of  course  for 
the  two)  happen  to  be  measured.  It  is  not  unusual  to 
find  in  mathematical  discussion  a  definition  of  speed  as 
a  ratio  between  time  and  distance,  or  as  the  abstract 
ratio  between  the  arithmetical  numbers  involved. 
This  is  a  harmless  mathematical  convention,  a  very 
useful  convention,  as  the  mathematician  thereby  gets  a 
symbol  representing  speed  which  he  can  put  into  equar 
tions,  and  manipulate.  The  convention  is  harmless, 
that  is,  until  the  mathematician,  particularly  the 
mathematical  physicist,  comes  to  using  the  convention 
as  a  premise  in  arguments  about  reality,  and  then  it 
becomes  the  basis  of  what  Bergson  has  called  "  the 
mathematician's  fallacy  "  —  the  confusion  of  measure- 
ment with  existence.  For  the  ratio  is  not  the  speed.^ 
One  may  make  innimierable  such  ratios,  but  if  no 
motion  takes  place,  there  is  no  speed.  And  doubtless  a 
full  analysis  of  speed  would  reveal  some  other  essential 
elements.  Speed  is  an  aspect  of  a  concrete  process,  and 
the  ratio  is  a  still  higher  abstraction  from  the  speed, 
adequate  not  for  description,  but  only  for  mensuration. 
The  ratio  is  a  measm^ement  of  a  reality,  not  the  reality 

>  It  i«  intereeting  to  note  that  Professor  R.  B.  Perry,  speaking  from  the  angle  of  the 
neo-realists,  would  aooept  the  view  that  rate  of  exchange  is  inadequate  in  the  field  of 
value  theoiy,  but  would  find  in  ratio  between  time  and  diatanoe  a  satisfactoiy  definition 
of  speed.  Cf.  his  Present  Philosophical  Tendencies,  pp.  33&-336,  and  60-62.  It  is 
well,  therefore,  to  differentiate  the  two  oases.  The  argument  against  relativity  is 
stronger  in  the  field  of  value  theory  than  in  the  field  of  mechanics.  On  general  phUa- 
sophioal  grounds,  from  the  an^^e  of  pragmatism,  I  should  attack  the  doctrine  in  both 
places.  On  methodological  and  psychological  grounds  in  addition,  I  should  attack  the 
doctrine  in  economics.  Aa  to  what  m^thodologieal  considerations  should  guide  the 
student  of  mechanics  in  framing  the  working  concepts  of  his  science.  I  have  no  opinicMk* 
and  no  right  to  an  opinion.  My  quarrel  with  the  student  of  mechanics  comes  when  he 
carries  the  working  concepts  of  his  science  into  the  general  field  of  philosophy,  and  when 
he  seeks  to  make  of  the  conventions  of  his  science  universal  rules  of  scientific  procedure. 
Cf.  Bergson,  Time  and  Free  Will,  passim,  esp.  pp.  117-110.  Whichever  philoeophical 
view  may  ultimately  prevail  as  to  the  nature  of  velocity,  etc.,  I  trust  that  I  have  made  it 
dear  that  many  questions  must  be  answered  before  we  are  obliged  to  accept  the  du^  of 
recasting  economies  on  the  model  of  mechanics.  Even  if  the  philosopher  should  finally 
decide  that  the  working  concepts  of  mftchanics  give  an  adequate  ontologieal  account  of 
reality,  including  the  realm  of  mind,  the  economist  could  still  claim  the  privHate  of 
framing  woridng  concepts  of  the  sort  I  propose,  for  mtthodofogieal  reasons. 
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itself.  When  something  beyond  measuiement  is 
wanted,  e.  g.y  an  analysis  of  causation,  then  speed  must 
be  otherwise  defined.  That  the  ratio  is  not  the  speed 
itself  is  sufficiently  clear  when  one  reflects  that  it  is 
pointless  to  ask  one  to  measure  the  ratio;  the  ratio  is 
the  result  of  measurements;  the  measurement  has  been 
made  when  the  ratio  is  stated. 

The  measm^ement  of  speed  by  this  method  is  unlike 
the  common  method  of  measuring  values.  The  meas- 
urement of  speed  takes  two  elements  within  one  given 
speed,  and  states  their  relation.  Measurement  of 
value  is  commonly  by  comparing  two  values,  usually  in 
the  exchange  process  in  the  case  of  economic  values, 
tho  other  methods  of  comparison  are  possible  even  there. 
But  we  can  also  measure  speeds  in  the  same  way,  e.  g., 
by  watching  two  men  running  together.  We  can  ignore 
the  absolute  amount  of  time,  and  see  that  one  covers 
twice  as  much  ground  as  another  in  a  given  time,  not 
knowing  how  long  that  time  is.  Or,  we  can  see  that 
one  covers  a  given  distance  —  how  great  we  need  not 
know  —  in  half  the  time  the  other  does.  Or,  more 
crudely,  we  can  construct  a  scale  of  speeds,  seeing  men 
running.  A,  first,  B,  second,  C,  third,  and  so  on,  not 
knowing  either  time  or  distance.  Something  of  this 
sort  is  what  we  commonly  do  with  legal  and  moral 
values,  —  we  do  not  so  often  get  precise  quantitative 
equivalents,  t.  6.,  marginal  prices,  as  we  do  in  economic 
values.  We  may,  of  course,  construct  such  scales  of 
economic  values,  and  this  may  easily  happen  in  a 
conmunistic  regime.  For  many  kinds  of  measure- 
ments, particularly  in  the  psychological  laboratory  — 
and,  par  excellence,  in  grading  examination  books  — 
this  is  the  best  we  can  do.  Such  scales  may  be  made  of 
irregular  intervals,  but  we  can,  imder  some  conditions, 
make  our  measurements  no  more  exact. 
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It  is  pofisible,  and  indeed  not  uncommon,  in  the  case  of 
individual  values  (as  distinguished  from  social  values), 
that  is,  values  contained  within  a  single  individual 
mind,  —  to  get  inner  measurements  like  that  got  from 
the  inner  elements  in  a  single  speed.  We  consciously 
know  the  psychological  intensity  for  what  it  is  —  either 
in  equilibrium  with  some  other  rival  value  or  not.  But 
it  would  not  be  possible  to  reduce  the  inner  measure- 
ment to  a  ratio  so  simple  as  that  between  time  and 
'distance  in  the  case  of  speed.  One  gets  a  total  effect, 
rather  than  an  analytical  measurement.  An  interest- 
ing psychological  measurement  of  this  kind  is  suggested 
as  a  theoretical  possibility  by  Professor  John  Dewey's 
analysis  of  ''  pleasurable  tone  '^  in  feeling  into  a  result- 
ant of  the  proportions  of  three  independent  variables, 
themselves  complex.  It  may  be  noted,  also,  that  we 
have  a  yet  simpler  method  of  measuring  speed  by  a  sort 
of  direct  intuition  —  which  really  rests  in  the  effort  the 
eye  and  body  must  make  in  following  the  moving  object. 


VI 

Professor  Clark's  proposed  ''rate  of  exchange" 
involves  a  good  deal  more  standardizing  and  uniformity 
in  goods  than  the  absolute  value  notion  does.  Abso- 
lute value  may  be  predicated  of  uniques  as  well  as  of 
members  of  a  class.  The  idea  of  rate,  moreover,  has  no 
special  superiority,  I  think,  in  the  case  where  goods  sell 
for  one  price  in  quantity,  and  at  a  higher  price  in  small 
amounts.  Many  writers  have  treated  this  case  by 
saying  that  tho  the  goods  sold  in  large  quantity  are 
physically  the  same  goods  as  when  sold  in  small  quanti- 
ties, they  are  really  not  the  same  economic  cammodUies 
in  the  two  cases;  that  there  are  certain  advantages  in 
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the  small  lot  purchase  which  command  a  premium,  and 
which,  moreover,  entail  extra  cost^  so  that  a  different 
value  and  a  different  ratio  or  rate  of  exchange  is  to  be 
expected.  I  am  not  convinced  even  that  "  rate  of  ex- 
change "  is  a  good  general  equivalent  of  ^'price.^^  For 
most  piui>oses  of  the  economic  analysis,  what  is  wanted 
is  a  sunif  and  price  as  a  sum  of  money  paid  for  a  good 
(with  "for  a  good"  kept  in  the  background  of  the 
thought  in  the  course  of  the  syllogism)  is  the  most  com- 
mon idea  of  price  one  meets  in  economic  writing,  if  I 
can  trust  my  general  impressions.  In  '^  rate  of  in- 
terest "  we  have  a  good  case  of  Professor  Clark's  term, 
used  as  equivalent  to  "  price."  * 


VII 

Professor  Clark  raises,  toward  the  end  of  his  paper, 
the  fundamental  questions  as  to  how  far  the  reasonings 
of  the  absolute  value  theorist,  particularly  the  social 
value  theorist,  and  the  theorist  with  the  relative  value 
concept,  will  coincide,  and  as  to  whether  social  values 
are  always  exactly  expressed  in  market  prices.  In 
what  follows  I  wish  to  make  some  suggestions  on  these 
points.  First,  economic  value  is  a  wider  notion  than 
exchange,  and  value  a  much  wider  concept  than  eco- 
nomic value.  Many  values  do  not  manifest  themselves 
in  exchange.  The  problems  of  exchange  first  forced  the 
attention  of  thinkers  upon  the  value  problem,  but  to 
make  that  an  argupotent  for  confining  the  value  notion 
to  exchange  problems  is,  it  seems  to  me,  not  more 
defensible  than  the  effort  to  confine  the  notion  of  interest 
to  the  return  for  the  loan  of  money.  It  was,  to  be  sure, 
in  money  loans  that  interest  first  became  conspicuous, 

1  Cf.  Fetter,  **  Tbe  Definition  of  Fxioe,"  AmerioMH  Economic  Review,  1912. 
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and  for  a  long  time  thinkers  confined  their  discussion  to 
that  aspect  of  the  interest  phenomenon.  Incidentally, 
these  speculations  remained  as  "  barren  "  as  Aristotle 
supposed  money  to  be  while  the  scope  of  the  discussion 
was  thus  limited.  With  the  broadening  of  the  concept, 
the  recognition  of  "  implicit  interest  "  and  "  economic 
interest/'  and  the  further  broadening  of  the  notion  in 
the  capitalization  theory,  a  rich  new  field  of  economic 
phenomena  became  revealed.  The  gains  to  economic 
and  social  theory  from  following  the  value  concept  into 
its  wider  implications  may  not  be  as  fruitful  as  the 
widening  of  the  interest  concept  has  been,  tho  I  per- 
sonally anticipate  very  important  results  from  it;  but 
at  all  events  one  may  enter  a  protest  against  the  effort 
to  limit  value  to  exchange  merely  because  the  analysis 
started  there.  I  shall  not  now  discuss  the  broadening 
of  the  value  concept  into  a  general  theory  of  social 
forces.  I  have  elsewhere  discussed  the  notion  {Social 
Value,  Pt.  IV)  and  hope  to  elaborate  it  in  detail  later. 
I  think  that  a  fruitful  alliance  can  be  made  between 
economics  and  sociology  at  this  point:  economics  bor- 
rowing from  sociology  new  and  wider  data,  qualitative 
principles  of  explanation;  sociology  borrowing  from 
economics  its  technique  of  the  marginal  analysis.  But, 
within  the  field  of  the  economic  values,  I  wish  to  give 
certain  illustrations  of  the  disadvantages  of  limiting 
value  solely  to  exchange,  and  of  judging  values  solely  by 
means  of  prices. 

First,  it  is  clear  that  most  forms  of  socialism  and  com- 
munism would  abolish  exchange.^     Would  they  also 

>  This  perhaps  oalla  for  a  more  exact  statement.  EzehaoffB,  in  the  senae  of  the  tratw 
fer  of  goods  from  producer  to  ooDSumer,  must  exist  wherever  there  is  a  division  of  labor. 
In  this  sense,  exchange  would  exist  in  a  monastic  community,  based  on  the  principle  of 
the  purest  communism,  or  in  a  family.  Cf.,  Social  Value,  p.  24,  n.  This  kind  of  ex- 
change,  however,  involves  no  notion  of  quid  pro  quo,  no  notion  of  do  uf  dM,  no  giving  up 
of  a  good  by  one  man  to  another  in  contideraiion  of  the  giving  in  return  of  another 
good.    But  even  tho  this  element  might  be  preserved  in  some  forms  of  socialism,  where 
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abolish  value  ?  Or  would  values,  measured  in  other 
ways  than  by  exchange,  continue  to  function  in  the 
guidance  of  social  production  and  consumption  ?  We 
have,  on  the  wider  notion,  a  useful  theoretical  tool  for 
discussing  socialistic  programs  —  witness  Schaeffle's 
Quintessence  of  Sodalism.  Further,  to  the  extent  that 
collective  activity  encroaches  on  the  domain  of  private 
enterprise  and  exchange,  we  shall  have  problems  for 
which  the  strict  exchange-value  notion  will  be  inade- 
quate—  as  Professor  Clark  indeed  suggests  in  his 
opening  paragraph.  The  capitol  building  at  Washing- 
ton has  economic  value,  has  it  not  ?  And  yet  it  cannot 
be  exchanged.  An  entailed  estate  cannot  be  sold,  yet 
has  value  —  a  value  that  may  manifest  itself,  e.  g.,  in 
the  amoxmt  of  insurance  a  company  would  be  mlling 
to  write  upon  the  buildings  on  it,  or  in  the  care  and 
expense  its  owner  would  incur  to  conserve  it.  Legal 
abolition  of  exchange  does  not  necessarily  destroy 
economic  value.  A  man  cannot  be  sold,  but  if  you  kill 
him  in  a  railroad  accident  his  economic  value  gets  a 
money  measure.  Again,  value  and  exchangeability 
are  not  necessarily  coincident.  Certainly  many  things 
that  have  high  value,  as  a  farm,  have  low  exchange- 
ability, while  a  copper  cent  has  high  exchangeability. 
On  this  fact,  Menger  has  constructed  a  theory  of  the 
origin  of  money.* 

labor  might  be  exacted  as  a  iin$  atia  non  of  reoeiviiig  goods  from  the  social  stock,  with 
labor-checks  used  as  intermediaries,  the  notion  that  values  are  determined  in  the  ex- 
changing proeeu  would  not  be  maintained,  since  the  terms  of  these  exchanges  would  be 
fixed  authoritatively,  on  the  basis  of  some  assumed  principle  or  principles  of  justice  or 
social  expediency.  It  is  my  contention  that  economic  values,  perhaps  by  no  means 
represented  in  these  "  prices,"  and  having  no  influence  on  distribution,  would  exist 
and  function  in  such  a  society,  tending  to  compel  a  readjustment  of  the  social  appor- 
tionment of  labor  and  capital  among  different  occupations  in  production  if  that 
apportionment  were  not  in  accord  with  the  economic  values. 

t  Economic  Journal,  1892.  It  seems  necessary  to  point  out  this  essential  lack  of 
correlation  between  value  and  exchangeability  since  Mr.  Horace  White,  in  his  Money 
and  Banking  (fifth  ed.,  p.  135),  identifies  value  and  exchangeability:  "  Value  is  an  ideal 
thing  in  the  same  sense  that  weight  is.     The  former  means  exchangeability;  the  latter 
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Now  in  this  lack  of  connection  between  value  and 
exchangeability  comes  an  important  difference  between 
the  absolute  value  notion  and  the  relative  value  notions. 
Forced  sales  of  land,  e.  g.^  lead  to  prices  sometimes 
which  do  not  correctly  express  the  value  of  the  land. 
This  is  not  a  statement  about "  normal  value  "  or  "  just 
value."     I  mean  simply  that  the  market  is  caught  by 
surprise,  and  that  social  forces  which  would  have  led  to 
a  much  higher  price  had  they  had  time  to  operate,  were 
forestalled  in  the  snap  judgment.     You  could  not  buy 
that  farm  from  the  new  owner  five  minutes  later  for 
anything  like  so  low  a  price  as  he  paid,  nor  could  you 
buy  any  similar  farm  in  the  neighborhood  for  so  low  a 
price.     It  is  the  same  sort  of  thing  that  happens  when 
a  minority  in  a  parliamentary  body  catches  the  majority 
napping.     The  point  is  essentially  the  same  as  that 
made  by  Professor  A.  S.  Johnson,  in  his  recent  article  ^ 
on  Professor  Davenport's  Economics  of  Enterprise:  the 
distinction  between  the  timeless,  mathematical,  static 
equilibriiun  and  the  causal  process  requiring  time. 
Economic  values  are,  in  general,  the  causes  of  prices. 
The  cause  changes  first,  in  time,  and  then  the  effect 
follows  later.     With  every  change  in  values,  therefore, 
there  is  a  temporary  discrepancy  between  values  and 
prices.    In  a  highly  organized  market,  this  time  is  usu- 
ally so  short  as  to  be  negligible.    As  most  price  theory 
has  assumed  a  highly  organized  market,  the  notion 
of  values  as  completely  expressed  in  prices  has  seemed 
natural  enough.     If  the  social  value  theory  be  content 
to  be  a  theory  of  only  the  highly  organized  market,  it, 
too,  may  abstract  from  this  time  element.     Since  it 
wishes  to  be  more  realistic,  it  recognizes  the  time  ele- 

meana  foroe  of  gravity.     A  dollar  u  a  definite  amount  of  exchangeability."     Cf.  alao 
Amasa  Walker's  contention  that  "  exchangeable  value  "  is  tautology,  equivalent  to 
"  exchltngeahle  exchangeability!  '*     Science  of  Wealth,  5th  ed..  p.  9. 
1  Quarterly  Journal  of  EconomioB,  May,  1914,  p.  431. 
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ment,  and  a  gradation  in  the  time  element,  depending 
on  the  degree  to  which  exchange  has  been  organized,  or 
can  be  made  automatic,  in  the  case  of  any  given  class  of 
commodity.  Of  course  many  writers,  as  Bohm- 
Bawerk,  have  pointed  out  that  certain  prices,  as  those 
due  to  accident  or  fraud  or  disguised  benevolence,  are 
not ''  economic  prices,^'  and  have  then  gone  on  to  dis- 
cuss "  economic  prices  "  on  the  assumption  of  the  fluid 
market  with  its  timeless  adjustments.  The  social  value 
theory,  and  the  absolute  value  theories  in  general,  do 
not  need  to  make  so  sharp  a  sundering  between  "  eco- 
nomic prices  "  and  non-economic  prices,  but  may  recog- 
nize a  gradation  in  the  degree  of  control  which  values 
have  over  prices,  and  in  the  amoxmt  of  time  which  the 
perfect  adjustment  requires.  The  theory  of  value  is 
essentially  a  theory  of  causation. 

Further,  there  is  often  a  hiatus  between  actual  price 
and  the  price  which  would  correctly  express  economic 
value,  because  the  price  is  controlled,  in  part  or  in  whole, 
by  a  value  of  a  non-economic  sort.  The  price  itself 
may  become  an  object  of  value,  may  become  conven- 
tionalized, made  sacred  or  at  least  tenacious,  by  the 
influence  of  custom  or  tradition,  or  even  may  be  directly 
prescribed  by  law.  In  such  cases,  it  is  worth  while  to 
make  a  distinction  between  two  cases:  (a)  where  the 
economic  values  tend  to  raise  the  price  but  are  checked, 
and  (6)  where  the  economic  values  are  checked  in  their 
tendency  to  lower  the  price.  In  the  latter  case,  adjust- 
ment is  easy,  and  prices  do  correctly  express  values,  in 
very  many  cases,  because,  if  the  supply  of  the  good  in 
question  is  dependent  on  continuous  production,  the 
productive  factors  may  be  diverted  to  other  employ- 
ments, and  the  supply  shortened,  until  the  values  are 
brought  into  harmony  with  the  prices.  This  would  not 
be  possible,  of  course,  where  such  a  shifting  is  not  pos- 
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sible.  A  minimum  wage  law,  e.  g,,  would  be  easier  to 
enforce  by  far  in  a  single  industry  than  over  the  whole 
field.  The  value  of  labor  might  be  brought  into  perfect 
correspondence  with  a  minimum  wage  in  a  given  indus- 
try; if  such  a  law  were  enforced  over  the  whole  field, 
some  laborers  might  get  a  wage  exceeding  the  measure 
of  their  value.  But  this  does  not  mean  that  such  a  law 
could  not  be  enforced.  Economists  have  often  spoken 
of  the  helplessness  of  law  when  in  opposition  to  economic 
forces,  but  what  we  practically  get  in  such  a  case  is  a 
conflict  between  values  which  tend  to  move  prices  in 
opposite  directions,  with  a  marginal  equilibrium  be- 
tween them.  I  do  not  wish  to  go  far  into  the  theory  of 
the  minimum  wage  here,  and  shall  illustrate  by  some 
simpler  cases  the  control  of  prices  by  law  or  other  non- 
economic  values  in  opposition  to  economic  values. 
Where,  as  in  case  (a),  the  economic  values  tend  to 
raise  prices,  but  law  seeks  to  check  the  tendency,  we 
have  had  our  most  strenuous  insistence  on  the  power- 
lessness  of  law.  The  English  "  Statutes  of  Laborers  " 
have  been  cited  again  and  again  as  evidence  of  the 
powerlessness  of  such  laws.  And  yet  I  think  it  per- 
fectly certain  that  these  laws  were  not  without  effect. 
They  did  not  perfectly  control  the  price  of  labor;  wages 
rose  more  or  less  steadily  during  the  period  of  their 
operation.  But  it  surely  cannot  be  contended  that  they 
did  not  delay  the  process,  that  at  many  points  wages 
were  not  kept  to  the  statute  rate  because  of  the  statutes; 
that,  in  fact,  you  had  a  shifting  marginal  equilibriiun 
between  the  social  forces  in  the  economic  value  and  the 
social  forces  in  the  law,  an  equilibrium  expressed  in  the 
price  of  labor,  and  varying  as  the  one  force  or  the  other 
gained  or  lost  in  magnitude.  A  modem  case  may  be 
suggested.  Suppose  that  railroad  freight  rates  are 
legally  fixed  at  a  point  lower  than  necessary  to  provide 
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the  facilities  for  which  the  shippers  of  a  given  region  are 
willing  and  able  to  pay,  so  that  competition  among 
shippers  would  lead  to  the  offering  of  prices  higher  than 
the  legal  rates  if  the  railroad  were  free  to  accept  them. 
Suppose,  however,  that  the  regulating  authorities  have 
fuU  access  to  the  railroad's  books,  and  have  power  to 
pimish  with  imprisonment  any  deviation  from  legal 
rates.  Will  economic  values  control  prices  here  ? 
Will  there  not  be  a  divergence  between  values  and 
prices  ?  The  economic  values  might  lead  to  higher 
prices  paid,  not  to  the  railroad,  but  to  speculators  who 
had  chartered  cars,  if  that  were  feasible.  The  economic 
values  might  function  in  the  bribing  of  employes  to  give 
preference  to  one  shipper  over  another.  But  the  aggre- 
gate amount  paid  for  a  given  amoxmt  of  transportation 
would  be  much  less  than  would  be  the  case  if  the  values 
were  free  to  work  unobstructed.  A  similar  situation 
arises  in  the  efforts  of  theatres  to  prevent  speculation 
in  their  tickets,  to  interfere  with  the  free  play  of  eco- 
nomic values  in  controlling  prices.  These  efforts  are 
less  successful  than  I  have  assumed  would  be  the  case 
in  the  iUustration  just  given,  partly  because  the  efforts 
are  often  not  very  sincere,  and  partly  because  the 
moral  and  legal  vsdues  supporting  such  efforts  are  not 
strong.  In  the  case,  however,  of  the  price  of  tickets  at 
the  Harvard- Yale  football  game,  where  a  powerful 
sentiment  exists  among  the  students  of  the  Universities 
as  to  the  impropriety  of  ticket  speculation,  and  where 
the  fear  of  being  excluded  from  futiu^  privileges  of 
buying  tickets  is  real,  the  non-economic  values  resist 
very  powerful  economic  values,  and  the  price  of  tickets 
remains  pretty  much  where  it  is  placed  by  the  athletic 
authorities.  These  are  cases  where  exchange-relations 
do  not  adequately  represent  economic  values.  Would 
Professor  Clark  give  a  different  answer?  To  be 
consistent  he  would  have  to  do  so. 
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Many  writers  on  the  theory  of  value  have  been  dis- 
posed to  put  these  cases  aside  as  not  coming  in  the  pur- 
view of  a  theory  of  value.  Thus  J.  S.  Mill  *  goes  so  far 
as  to  limit  his  treatment  to  competitive  prices  only, 
holding  that  no  laws  are  possible  otherwise.  If  the 
social  value  theory  chose  to  limit  its  problem  similarly, 
it  would  have  much  easier  sailing.  It  seeks,  however, 
to  be  more  realistic  than  that.  But  it  may  be  observed 
that  those  who  define  value  in  terms  of  exchange  have 
no  right  to  ignore  these  cases,  for  real  exchange  does 
take  place  here.  And  the  relative  conception  must  be, 
not  merely  as  narrow  as  exchange,  but  also  as  rmde  as 
exchange.  The  social  value  theory,  putting  law,  moral 
forces,  and  economic  values  into  the  same  general  class, 
makes  it  possible  to  treat  these  cases  by  an  extension  of 
the  marginal  analysis,  and  is  not  obliged  to  ignore  them, 
or  to  put  them  aside  into  a  category  of  things  which  it  is 
bad  form  to  discuss,  because  there  is  '' no  apparent 
method  of  bringing  this  class  of  facts  within  the  orderly 
sequences  of  economic  law."  ^ 


VIII 

Professor  Clark's  "  power-to-chop-wood "  illustra- 
tion suggests  a  point  with  reference  to  the  notion  of 
value  as  "  power  in  exchange."  Power  to  chop  wood, 
if  all  the  wood  be  of  the  same  kind,  all  equally  free  from 
knots,  if  the  ax  be  kept  at  a  given  sharpness,  and  the 
weather  conditions  do  not  change,  may  be  considered 
adequately  measured  in  the  size  of  the  pile  of  chopped 
wood,  and  men's  power  in  this  particular  —  or  their 
strength  in  general,  if  this  be  the  only  possible  mani- 

1  Prineiplest  Bk.  Ill,  oh.  i,  par.  5. 

*  Davenport,  Value  and  Distiibution,  p.  560.  This  paasage  appears  in  a  different 
connection,  but  illustrates  the  same  methodologioal  view-point  as  that  here  criticised. 
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festation  of  strength  —  may  be  safely  compared  on  this 
pragmatic  basis.  But  the  notion  of  power  in  exchange 
is  no  such  simple  notion.  For  a  good,  say  a  bushel  of 
wheat,  may  have  power  to  purchase  a  hat,  or  a  pig,  or  a 
day's  labor,  or  a  dollar.  Is  it  the  same  power  in  all  these 
cases  ?  How  assert  this,  imless  the  resistances  over- 
come in  each  case  are  in  some  way  equal  —  unless  the 
various  alternative  goods  named  have  some  common 
quality  with  respect  to  which  equality  may  be  asserted  ? 
Does  not  the  notion  of  power  in  exchange  thus  require 
the  more  fundamental  value  notion  for  its  validation  ? 
The  resource,  questionable  on  other  groxmds,  of  saying 
that  these  various  goods  are  all  equal  in  power  in  ex- 
change itself  is  not  open,  if  one  gets  away  from  the 
unrealities  of  the  assumption  of  a  fluid  market  where 
everything  has  perfect  exchangeability,  because  a  test 
would  show  that  they  are  not  perfectly  interchangeable, 
that  you  cannot  necessarily  trade  wheat  for  pigs,  just 
because  you  could  trade  pigs  for  hats  and  then  hats  for 
wheat.  The  "  want  of  coincidence  in  barter,"  one  of 
the  commonplaces  in  the  theory  of  money,  is  a  fact  by 
no  means  entirely  removed  by  the  use  of  money,  and 
prevents  the  possible  funding  of  diverse  goods  on  the 
basis  of  "  power  in  exchange  "  alone.  Even  if  that  re- 
source were  not  thus  precluded,  it  would  still  be  either 
mere  tautology,  or  else  a  vicious  circle,*  to  use  it. 


IX 

As  illustrating  what  can  be  done  when  the  relative 
notion  of  value  is  applied  with  entire  consistency,  I 
wish  to  call  attention  to  a  striking  point  in  Professor 
Schumpeter's  novel  theory  of  interest,  set  forth  in  his 
Theorie  der  WirUchafttichen  Entwicklung.     Professor 

>  Of.  Social  Yalae,  pp.  1&-19. 
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Schiunpeter's  main  thesis  is  that  interest  is  a  phe- 
nomenon of  economic  evolution,  that  it  grows  out  of 
business  profits,  and  that  it  would  disappear  if  evolution 
ceased.  There  would  be  no  interest  in  the  "  static 
state."  In  the  static  state,  the  imputation  process 
would  lead  all  values  back  to  the  original  factors  of 
production,  land  and  labor,  leaving  no  source  from  which 
interest  could  come.  He  is  met  with  the  obstacle,  how- 
ever, that  in  that  case  the  land  would  have  an  infinite 
value,  since  if  we  attribute,  xmdiminished,  to  the  land 
all  the  value  of  all  the  future  services  of  the  land,  ser- 
vices which  may  be  expected  to  continue  through 
unlimited  time,  even  a  small  rent  of  a  small  piece  of 
land  would  mount  to  an  infinite  sum.  The  capitaliza- 
tion theory  would  see  in  the  absurdity  of  this  conclusion 
sufficient  evidence  that  interest  would  survive,  even  in 
Schumpeter's  static  state,  as  a  factor  in  the  capitaliza- 
tion process,  as  a  rate  of  discount  to  be  applied  to  the 
future  rents  of  the  land,  reducing  the  otherwise  infinite 
capital  value  to  a  finite  sum,  the  limit  of  an  infinite 
convergent  series.  Not  so,  Schumpeter  answers.  The 
land  has  neither  a  finite  nor  an  infinite  capital  value. 
The  land  has  no  capital  value  at  all  I  The  land  is  not 
exchanged  as  a  whole,  but  only  the  yearly  rents  are  sold. 
Where  no  exchange  takes  place,  no  value  exists.  And, 
in  the  static  state  there  is  no  occasion,  as  a  consequence 
of  the  static  hypothesis,  for  land  to  be  sold.^  At  the 
appUcation  of  the  absolute  value  notion,  this  whole 
fabric  melts  away.  Whether  or  not  the  situation  calls 
for  changes  in  land  ownership  by  exchange,  the  land 

>  **  Der  Boden  dacegen  wird  im  nonnalen  KreLaUiuf  des  wirtechaf tgproi tmit  iii<dit 
verftuB8ert,  sondern  nur  aeme  Leistungen.  Nur  deren  Werte  und  nicht  die  Bodes- 
werte  aU  solohe  sind  daher  Elemente  der  WirtschaftflpUne.  Und  die  Voivftnce  des 
nonnalen  Kreialaufs  kdnnen  unt  nichts  Qber  die  Wertbildung  des  Bodena  lehren.  Nur 
die  Entwicklung  schafft  den  Bodenwert,  ne '  Icapitaliaiert '  die  Rente,  *  mobiliaiert '  den 
Boden.  In  einer  Volkswirtaehaft  ohne  Entwicklung  wQrde  der  Bodenwert  als  aD- 
gemein  Tolkswirtschaftliche  Erscfaeinung  gar  nicht  existieren.**     Op.  cit.,  p.  384. 
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has  a  capital  value,  and  one  which  can  be  calculated  by 
the  method  of  the  capitalization  theory.  That  value 
would  manifest  itself  in  the  expense  which  would  be 
incurred  to  protect  land  in  the  Missouri  River  bottom 
from  being  washed  away  by  a  shift  in  the  current,  if  so 
indecorous  a  thing  as  a  shifting  current  could  exist  in 
the  "  static  state,"  ^  and  would  also  receive  a  pretty 
precise  test  in  the  amoxmt  of  capital  that  could  be  bor- 
rowed (or,  if  already  borrowed  in  the  pre-static  state, 
could  be  kept  as  a  loan)  on  the  basis  of  a  mortgage  on 
the  land.  In  any  case,  less  precisely  measured,  it  would 
exist  as  a  psychological  attitude  of  the  group  toward 
the  land.  It  would  be  considered  valuable,  and  not 
infinitely  valuable.  Schumpeter's  argument  is  per- 
fectly logical  on  the  basis  of  the  relative  concept.  Will 
not  this  make  the  capitalization  theorists  a  little  more 
friendly  toward  the  non-relative  notion  ?  The  capital- 
ization theory  has  always  been  presented  as  part  of  the 
general  body  of  static,  abstract  theory,  independent  of 
the  notion  of  economic  change.' 


To  summarize:  while  recognizing  and  insisting  that 
the  formal  and  logical  aspects  of  value  theory  must  be 
divorced  as  far  as  possible  from  the  question  of  causal 
theory,  I  do  not  believe  that  the  two  aspects  can  be 
entirely  divorced.     My  main  argument,  however,  has 

*  To  make  my  illustration  of  the  ahiftinc  current  meet  the  most  rigorous  tests  of  the 
most  heroic  static  conception,  I  shall  assume  that  the  current  shifts  in  a  hundred  year 
cyde,  endanceiing  every  piece  of  land  in  the  river  bottom  once  every  hundred  years;  I 
shall  assume  that  the  cyde  is  perfectly  understood,  and  that  every  land-owner  knows 
exactly  when,  and  to  what  extent,  he  will  be  endancered.  This  leaves  nothing  to  chance 
or  uncertainty  or  ignorance.  The  economic  life  of  the  community  runs  smoothly  on 
even  keel  in  a  static  equilibrium.  And  yet,  once  every  hundred  years,  without  ex- 
change, the  capital  value  of  every  piece  of  land  in  the  river  bottom  is  tested  and  meas- 
ured. 

*  For  the  sake  of  record,  I  wish  to  express  considerable  doubt  as  to  the  adequacy 
of  the  capitalisation  theory  ouUide  the  static  state! 
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rested  in  logical  and  methodological  considerations, 
particularly  in  connection  with  the  actual  use  of  the 
value  concept  in  specific  economic  theories.  The 
cases  discussed  may  be  offered,  not  merely  as  illustra- 
tions of  my  abstract  reasoning,  but  in  part  as  inductive 
proof  of  the  doctrine  maintained.  "  The  relativity  of 
value  "  has  a  number  of  different  meanings,  and  different 
philosophic  roots:  one  root  is  in  the  false  psychological 
theory  that  contrasts  constitute  the  essence  of  conscious- 
ness; another  root  is  in  the  geometrical  theory  of  the 
relativity  of  space;  another  root,  leading  to  a  different 
kind  of  relativity  notion,  is  the  idea  of  a  definitely  fixed 
sum  total  of  psychological  energy.  Some  writers  seek 
to  rest  the  case  for  relativity  on  a  badly  made  diction- 
ary. Common  to  most  forms  of  the  relative  theory  of 
value  are  the  (a)  contention  that  values  cannot  simul- 
taneously rise  or  fall,  and  (6)  the  contention  that  if  one 
piece  of  wealth  existed  alone,  it  could  have  no  value. 
The  absolute  notion  of  value  denies  both  these  conten- 
tions. It  finds  values  manifesting  themselves  not 
merely  in  comparison  and  exchange  with  other  values, 
but  idso,  and  more  fundamentally,  in  influencing  the 
conduct  of  men.  The  relative  theory  involves  the  con- 
fusion of  existence  with  knowledge  of  existence,  and  of 
quantity  with  measurement  of  quantity.  Thus  "  pur- 
chasing power  "  and  '^  ratio  of  exchange  "  are  alike 
untenable  notions,  if  treated  as  ultimate:  both  need 
behind  them  an  absolute  value  to  give  them  locus 
standi.  The  "  ratio  "  notion,  however,  because  of  its 
more  precise  mathematical  character,  makes  this  need 
more  evident,  unless  the  ratio  is  to  be  a  ratio  between 
pure,  abstract  arithmetical  numbers,  in  which  case  it  is 
of  little  if  any  use  to  the  economists  —  a  contention 
which  is  made  even  by  those  who  define  value  as 
"  purchasing  power,"  notably  Carver,  Bohm-Bawerk 
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and  Walsh.  "  Rate  of  exchange ''  is  no  more  useful 
from  this  angle  than  "  ratio  of  exchange."  ''  Rate  of 
exchange  "  afifords  no  homogeneous  quality  among  the 
diversities  of  the  concrete  forms  of  wealthy  present  in 
each  in  definite  quantitative  degree^  by  virtue  of  which 
items  of  wealth  may  be  compared  with  one  another, 
added  to  make  sums,  treated  as  a  distribuendum  for  the 
imputation  analysis,  etc.  Nor  can  "  rates  of  exchange  " 
even  be  averaged.^  In  iUustration  of  the  difficulties 
which  lack  of  the  absolute  value  concept  involves,  I 
have  cited  Professor  Fisher's  doctrine  of  the  independ- 
ence and  priority  of  the  price  level  with  respect  to  the 
particular  prices,  a  device  for  making  good  the  lack  of  an 
absolute  concept;  and  the  partly  unconscious  use,  by 
Professor  TAughlin,  of  the  absolute  concept,  with  a  shift, 
in  the  course  of  the  argument,  to  the  relative  notion. 
It  is  in  the  theory  of  money  that  the  absolute  concept, 
explicitly  held,  is  most  necessary,  an  implicit  assumption 
of  a  fixed  value  of  money  serving  adequately  for  most 
other  purposes  of  price  theory.  I  have  contrasted  the 
measurement  of  speed  with  the  measurement  of  values, 
on  the  basis  of  Professor  Clark's  illustration,  pointing 
out  that  a  fallacy,  ''  the  mathematician's  fallacy,"  is 
involved  if  either  speed  or  value  be  identified  with  a  rate 
or  ratio.  Finally,  in  answer  to  the  question  as  to  what 
practical  difference  is  made  whether  the  relative  ex- 
change concept,  or  the  conception  of  value  as  absolute, 
prior  to  exchange,  be  held,  the  following  points  are 

1  Tlie  avengiiic  for  imrpoiM  of  index  numben  is,  not  of  imtos,  or  ratios,  but  of  one 
term  of  the  imte  or  ratio,  that,  namely,  which  numbers  the  units  oi  the  single  commodity 
which  is  being  measured  by  the  index  number,  usually  money.  The  other  term  is 
really  not  representative  of  a  true  quantity  at  all;  it  is  not  apples  pint  wheat  phu  shoes, 
etc.,  but  apples  ofuf  wheat  and  shoes,  etc.,  each  in  definitely  stipulated  quantity  meas- 
ured in  terms  of  its  own  unit.  If  any  one  of  these  elements  in  the  "  composite  com- 
modity *'  varies,  you  have  not  a  quantitative  variation  in  a  homogeneous  sum,  but  a 
new  composite,  incomparable  with  the  old  —  except  that  for  purposes  of  practical 
measurement  we  may  often  safely  abstract  from  this  theoretical  consideration.  The 
rdationa  between  money  and  the  goods  cannot  be  averaged.  The  only  thing  to  suggest 
this  possibility  is  the  mathematical  eonvtiUion  treating  ratios  like  fractions. 
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submitted.  (1)  Economic  value  is  a  wider  concept 
than  exchange,  and  would  hold,  e.  g.,  in  a  socialist 
economy.  Value  is  a  wider  concept  ^  than  economic 
value.  In  the  value  concept  is  a  useful  unifying  prin- 
ciple for  all  the  social  sciences.  (2)  Value  and  ex- 
changeability are  different  notions,  and  do  not  vary 
together.  Hence  the  distinction  between  two  view- 
points, the  timeless  equilibrium  assumed  by  abstract 
price  theory,  and  the  notion  of  a  causal  process  in  price 
determination,  requiring  time,  becomes  important. 
Normally,  values  are  the  causes  of  prices,  and  change 
first.  (3)  Many  prices  are  controlled,  in  greater  or  less 
degree,  by  non-economic  values,  so  that  they  express, 
not  economic  values  alone,  but  a  marginal  equilibrium 
between  economic  and  non-economic  values.  (4)  On 
the  basis  of  Schumpeter's  theory  of  interest,  it  is  sug- 
gested that  the  capitalization  theory  is  bound  up  with 
the  absolute  notion  of  value,  and  is  harder  to  defend  on 
the  relative  notion. 

In  conclusion,  I  wish  to  record  my  appreciation  of  the 
honor  Professor  Clark  does  me  in  discussing  my  theories, 
and  my  admiration  for  the  vigor  and  clearness  with 
which  he  maintains  a  view  in  which  I  cannot  concur. 
I  have  not  anywhere  read  a  stronger  presentation  of  the 
case  for  the  relative  notion,  nor  have  I  anywhere  read 
an  argument  from  that  standpoint  which  seems  to  me 
so  sympathetic  and  catholic  in  its  evaluation  of  the 
doctrines  it  opposes. 

B.  M.  Anderson,  Jr. 

Hartabd  Univibsitt. 

1  In  connection  with  the  social  value  doctrine,  I  would  especially  refer  to  three  v«ry 
important  articles  by  Professor  C.  H.  Cooley:  "  Valuation  as  a  Social  Procees."  Ptoy- 
chologioal  Bulletin,  December,  1912;  "  Pecuniary  Valuation  as  an  Institution,"  Am. 
Jour,  of  Soeiolocy,  January,  1913;  "  The  Sphere  of  Pecuniary  Valuation,"  Ibid., 
September.  1913. 
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institutions  should  be  imputed  to  institutions,  not  to  singile  commodi- 
ties, 715.  —  Marginal  method  reversed,  715.  —  Some  of  the  require- 
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Anderson's  concept,  716.  — Term  "  rate  "  avoids  a  confusion,  717.  — 
III.  Doctrine  v.  definition,  718.  —  Doctrine  criticised  by  Professor 
Anderson  not  implied  in  the  mere  definition  of  value,  719.  —  Examples, 
720.  —  IV.  Use  of  the  relative  concept,  720.  —  "  Assuming  a  fixed  value 
of  money,"  and  other  criticisms,  721.  —  V.  Economic  v,  non-economic, 
722.  —  Values  of  institutions  not  to  be  taken  for  granted  as  something 
supreme  and  apart  from  single  exchanges,  723.  —  Conclusion,  723. 

I 

One  reason  Professor  Anderson  and  I  are  destined  to 
clash  joyously  is  that  our  views  have  so  much  in  com- 
mon. I  feel  overpaid  in  having  drawn  from  him  such  a 
searching  and  stimulating  discussion  of  the  general  topic 
of  value  in  exchange  for  a  fragment  which  aimed  rather 
to  promote  tolerance  in- definitions  than  to  establish 
"  an  adequate  theory  of  the  causes  governing  values," 
and  least  of  all  to  destroy  any  one's  constructive  work.* 
At  the  outset,  as  his  collaborator,  let  me  emphasize  one 
very  welcome  constructive  point  of  agreement.  We 
are  agreed  that  economists  must  deal  with  quantities 
and  qualities  of  which  actual  market  prices  are  not  the 
only  measure,  and,  I  would  add,  some  of  which  com- 

1  Henoa  my  Burprise  when  Professor  Anderson  asoribes  to  me  an  assertion  of  the 
Austrian  theories  in  opposition  to  his  own.  As  this  is  quite  f  oreisn  to  the  intent  of  my 
paper,  it  is  no  wonder  that  my  problem,  at  ht  interprHs  i(,  needs  more  data  for  its  solu- 
tion tlian  I  have  supplied. 

709 
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mand  no  market  price  at  all  under  present  conditions;  ^ 
altho  with  changes  in  law  and  custom  they  might  per- 
haps come  to  command  one.  We  are  agreed  that  meas- 
ures of  value  which  may  be  less  exact  than  those  of  the 
market  are  also  much  more  fundamental. 

We  are  agreed  that  our  most  fundamental  concepts 
should  be  independent  of  institutions  of  competitive 
exchange;  they  should  be  such  as  would  hold  even  in  a 
socialistic  state.  This  is  necessary  if  there  is  to  be  any 
economic  meeting-ground  for  debate  between  socialists 
and  conservatives.  It  is  necessary  if  we  are  to  have  any 
standard  of  judgment  on  economic  reforms  which  are 
continually  overruling  the  valuations  of  the  market.  It 
is  necessary  even  in  the  process  of  describing  the  work- 
ings of  competition  under  different  institutions  of  prop- 
erty, contract  and  social  control,  which  we  recognize  as 
infinitely  varied  and  ever  changing.  The  competitive 
product  of  capital  does  not  mean  the  same  thing  in  two 
societies  with  different  institutions  of  inheritance  and 
bequest,  and  different  laws  and  customs  in  the  matta*  of 
unfair  competition.  Or,  let  us  take  the  statement  that 
the  rental  value  of  land  tends  to  equal  the  excess  of  the 
(competitive  valuation  of  the)  goods  and  services  pro- 
duced upon  it  above  the  (competitive)  expenses  of 
production.  This  becomes  quite  indefinite  the  moment 
we  realize  that  the  net  product  in  question  may  or  may 
not  include  robbing  the  neighbors  of  their  light  and  air, 
obstructing  the  streets,  fouling  streams,  increasing  or 
destroying  the  beauty  of  the  landscape  or  the  business 
character  of  the  neighborhood,  admitting  tenants  whose 
very  presence  destroys  the  value  of  other  real  estate  in 
the  same  blocks,  and  so  on.*  There  are  as  many  dif- 
ferent kinds  of  competitive  product  of  land  as  there  are 

>  Of.  J.  B.  Clark,  Philoeopliy  of  Wealth,  pp.  216  ff. 
*  Of.  Ely,  Property  and  Contract,  passim. 
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regulations  governing  these  matters,  and  merely  to 
describe  the  differences,  without  passing  any  sort  of 
judgment  on  them,  we  must  use  terms  that  go  behind 
the  competitive  value  of  the  exchangeable  product. 

The  world  is  full  of  unpaid  costs  and  unappropriated 
services.  In  proportion  as  we  rise  above  bare  material 
necessities  we  reach  intangible  utilities  that  are  harder 
and  harder  to  appropriate,  such  as  knowledge,  civic 
beauty,  or  personal  privacy.  The  age  of  material 
power  is  the  age  when  these  higher  and  more  elusive 
utilities  come  increasingly  into  the  focus  of  social  atten- 
tion. The  age  of  the  raUroad  and  the  interlocking 
credit  system  is  an  age  when  business  transactions  have 
more  far-reaching  effects  than  ever  before,  and  quite 
beyond  what  can  ^ver  be  bought  and  sold  directly.  The 
age  of  researches  in  bacteriology  and  environmental 
determinism  is  an  age  when  innumerable  effects,  always 
in  existence,  are  being  discovered  and  valued  as  never 
before.  The  age  of  democracy  is  an  age  when  every  one 
can  exercise  to  the  full  the  two  great  social  impulses,  — 
the  impulse  to  be  like  one's  fellows,  and  the  impulse  to 
be  different  and  distinguished.  But  these  emulative 
and  especially  these  invidious  utilities  are  mostly  of  such 
a  peculiar  character  that  one  man's  gain  is  another's 
loss:  they  eat  each  other  up,  and  the  resultant  is  a 
social  utility  far  different  from  the  sum  of  its  individu- 
ally appropriable  parts. 

The  legal  doctrine  of  damnum  absque  injuria  covers  a 
multitude  of  such  unpaid  costs,  and  the  unearned  incre- 
ment is  a  great  catch-all  of  unappropriated  services. 
Viewed  as  a  study  of  individual  utilities  and  not  of 
organic  social  values,  a  theory  of  inappropriables  is 
merely  a  tracing  of  such  products  and  costs  as  law  and 
custom  do  not  yet  recognize  and  a  revealing  of  respon- 
sibilities which  have  not  yet  been  brought  home 
effectively  in  markets  or  in  courts. 
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Thus  the  net  economic  value  of  a  given  service  may  be 
considered  to  include  not  only  the  familiar  marketable 
"  utilities,"  but  also  (1)  potentially  exchangeable  by- 
products in  the  way  of  service  or  damage,  valued  at  the 
price  they  would  presumably  command  in  exchange; 
(2)  unmarketables  measured  by  a  standard  derived 
from  market  price. 

We  may  go  farther  than  this,  if  we  are  studying  such 
fundamental  values  as  might  prevail  in  a  socialist  state 
as  well  as  in  our  own.  Things  may  be  valued  by  other 
standards  than  that  of  competitive  exchange,  especially 
if  those  other  standards  are  effective  in  society  or  may 
reasonably  be  expected  to  become  so.  Thus  the  old 
"  rich-man-poor-man  complication  "  may  emerge  from 
the  thought-tight  compartment  in  which  it  has  been 
more  or  less  successfully  interned,  and  demand  a  place 
in  the  sun,  for  there  is  ample  proof  that  society  does  not 
wholly  acquiesce  in  the  idea  that  the  desires  of  rich  and 
poor  should  have  economic  weight  in  proportion  to  the 
respective  purchasing  powers  of  those  classes.  This 
fact  is  ever  coming  to  the  surface  where  men  follow 
some  common  policy  or  when  an  emergency  throws 
them  back  on  elemental  needs. 

A  ticket  to  the  Yale-Harvard  game  is  cheap  enough 
to  be  sold  for  $2,  and  too  valuable  to  be  bought  for  $10, 
and  the  principle  of  this  paradox  applies  to  public  land 
under  the  homestead  act  and  land-rushes  in  Oklahoma, 
to  bread  in  Germany,  to  train  accommodations  sold  to 
war  refugees  by  a  relief  committee,  to  the  administra- 
tion of  justice  (tho  all  too  imperfectly),  to  pubhc  educa- 
tion. An  allied  principle  governs  poor-relief,  minimum 
wage  laws,  and  so  on.  Enough  instances  could  be  easily 
cited  to  show  the  all-pervading  economic  influence  of 
standards  of  value  contrary  to  those  of  the  free  market. 
Now  unless  economics  can  take  and  use  such  standards 


Digitized  by  LjOOQ IC 


CONCEPT  OF  VALUE  713 

in  advance  of  their  becoming  effective  in  the  market 
place,  it  misses  by  so  much  its  chances  to  contribute 
scientifically  to  economic  reform. 

Economists  do  use  these  standards  constantly  in 
their  practical  thinking  on  matters  of  public  policy,  but 
somehow  the  theory  of  value  and  distribution  seems 
insulated.  If  we  can  develop  a  concept  of  social  value 
and  valuation  independent  of  market  valuations  and 
capable  of  scientific  application  to  concrete  cases,  we 
shall  have  an  intellectual  instrmnent  that  will  pierce  the 
insulation  and  establish  a  working  connection  with  the 
ideas  that  are  making  things  happen. 

It  is  a  substantial  gain  to  regard  a  price  as  the  result- 
ant of  conflicts  of  many  kinds  of  vidues,  positive  and 
negative,  individual  and  social.^  But  if  economics 
merely  accepts  and  records  the  outcome  as  representing 
the  effective  social  importance  of  that  particular  com- 
modity, there  is  still  something  lacking.  Many  a 
commodity  commands  a  price  merely  because  its  nega- 
tive social  value  is  less  than  the  costs  involved  in  sup- 
pressing its  use  utterly.  Whiskey  has  at  once  positive 
and  negative  social  value  and  motivates  prohibitionists 
to  much  expenditiu^  of  time,  effort  and  money.  Yet 
this  negative  "  power  in  motivation  "  has  no  effect  on 
the  price  until  it  actually  prevails  in  a  prohibition  law. 
And  then,  —  the  price  may  go  higher  and  not  lower,* 
and  the  outlawed  trade  may  become  more  profitable 
financially  than  ever  before. 

The  idea  of  a  strong  positive  value  to  a  minority,  in 
marginal  equilibrium  with  a  weak  negative  value  to  a 
majority,'  does  not  seem  adequately  to  represent  the 
case.  Certainly  the  price  does  not  express  any  such 
equilibrium,  but  only  one  side  of  it.     Exchange  value 

>  Cf.  Andenen,  Sodal  Value,  oh.  ziii.  >  CerUinly  if  quality  is  considered  I 

*  a.  Social  Value,  p.  161. 
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will  remain  positive  till  the  negative  social  value  accu- 
mulates such  overwhelming  momentum  as  to  stamp  out 
the  trade  entirely.  What  balances  the  majority's  dis- 
approval is  not  the  desire  of  the  minority,  but  the  whole 
cost  of  making  the  majority  will  effective.  There  is  no 
marginal  equality  of  effort  between  policemen  and  the 
customers  of  the  "  blind  tiger."  Moreover  other  values 
than  that  of  temperance  itself  may  be  affected  in  the 
attempt  to  stamp  out  illicit  sales. 

The  positive  value  of  freedom  may  deter  us  from  pro- 
hibiting the  sale  of  many  quack  remedies,  or  outlawing 
many  questionable  business  practices,  which  pre- 
dominant social  judgment  and  sentiment  oppose.  In 
all  this  my  view  is  quite  like  Professor  Anderson's,  and  I 
gladly  acknowledge  indebtedness  to  his  writings.^ 

But  there  is  one  decided  difference,  perhaps  funda- 
mental. I  object  strenuously  to  attributing  to  a  com- 
modity as  that  commodity's  social  value  the  whole 
resultant  of  these  broader  forces  and  values  to  which  it 
may  stand  in  the  relationship  of  an  insignificant  or 
unwelcome  by-product,  or  even  in  that  of  a  cost  of 
production.'  It  is  the  freedom  which  has  social  value 
and  not  the  nostnuns  or  the  products  of  sharp  practices 
which  may  shelter  under  its  wing.  Freedom  may  be  an 
end  in  itself  like  any  other  utility  which  affects  economic 
values,  and  it  may  also  take  effect  in  increasing  the 
output  of  goods  in  general.  Neither  fact  can  elevate 
its  incidental  abuses,  recognized  as  such,  to  the  rank  of 
utilities  or  values.  The  net  social  value  of  the  latter  is 
negative,  not  positive,'  and  I  shall  never  be  satisfied 

1  It  is  hardly  neoeMary  to  add  that  I  Join  hixn  in  aoknowledsinc  our  oonunon  debt  to 
J.  B.  dark's  Philosophy  of  Wealth. 

>  Can  this  be  the  way  to  a  more  vital  connection  between  eoonomics  and  sodolocy  ? 

*  This  oonoex>tion  is  ethically  neutral,  aeoeptinc  the  standards  in  force,  and  merely 
insists  on  distinguishing  deariy  (as  the  other  concept  does  not  do)  to  what  it  is  that  the 
accepted  standards  are  attached. 
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with  a  theory  bearing  the  name  of  social  value  which 
does  not  embody  this  principle  so  clearly  that  he  who 
runs  may  read. 

It  is  so  simple!  The  nutrvel  is  that  such  an  obvious 
statement  of  fact  could  be  considered  to  constitute  an 
economic  heresy  in  any  school  of  thought.  The  dis- 
tinction may  maJ^e  little  difference  in  static  theory, 
which  ignores  institutional  changes  and  considers 
abuses  abnormal,  but  into  the  d3mamic  study  of  the 
actual  world  the  static  hypothesis  must  not  be  carried. 
Here  abuses  are  normal  and  institutions  are  active 
forces  campaigning  against  them,  with  constant  changes 
of  plan  and  shifts  of  fortune.  Wasteful  advertising  is 
waste,  not  product,  tho  we  may  not  know  how  to  get 
rid  of  it  without  sacrificing  more  than  we  should  gain. 
If  static  doctrine  is  to  be  adapted  to  deal  with  dynamic 
facts,  it  is  at  this  point,  in  the  concept  of  value  itself, 
that  the  modification  must  begin. 

I  suspect  Professor  Davenport  of  holding  exactly 
this  view,  with  the  minor  qualification  that  he  throws 
the  whole  subject  of  social  value  out  of  the  science  of 
economics.  Thus  it  is  not  wholly  facetious  to  call  him 
the  best  of  social  value  theorists,  for  there  is  no  danger 
of  his  sanctioning  any  theory  of  this  kind  which  is  not 
the  real  thing.  As  Mr.  Dooley  says:  ''  Showin'  dis- 
rispict  fr  th'  candydate  is  wan  way  iv  showin'  rispict 
f'r  th'  oflBce."  Therefore  this  doctrine  of  institution- 
values  is  proposed,  with  due  trepidation,  as  the  germ  of 
a  synthesis,  in  which  Professor  Anderson  represents 
thesis  and  Professor  Davenport  antithesis.  It  is  also 
proposed  as  a  necessary  premise  of  dynamic  theory. 

One  further  result  may  be  noted.  If  things  may  have 
exchange  value  when  their  social  value  is  a  minus 
quantity,  can  we  say  of  things  which  have  positive 
social  value  that  the  exchange  value,  actual  or  normal. 
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gives  a  correct  measure  of  their  relative  social  impor- 
tance ?  The  simplest  exchange  is  not  free  from  these 
relationships  to  values  outside  the  market.  Each  one 
is  a  unit  in  a  great  social  joint  product.  Thus  the 
theory  of  social  value  is  anti-marginal  in  the  sense  that 
the  part  takes  its  price  from  the  value  of  the  whole  and 
not  trice  versa.  In  a  somewhat  similar  way  railway 
rates  cannot  be  fixed  by  the  marginal  cost  of  separate 
services  without  running  the  whole  road  into  bank- 
ruptcy. 

These,  then,  are  some  of  the  elements  which  must 
count  in  a  theory  of  social  value.  The  theory  of  inap- 
propriables,  the  conscious  social  weighing  of  men  and 
their  desires  on  scales  different  from  that  of  free  ex- 
change, the  insistence  that  institutional  valuations  and 
commodity  valuations  be  distinguished  and  not  both 
attributed  to  single  commodities,  and  the  readiness  on 
occasion  to  reverse  the  marginal  method  of  analysis:  all 
have  their  place  in  the  interpretation.  Such  studies 
can  be  vitally  useful,  even  if  they  never  attain  the  pre- 
cision of  a  yard-stick.  Therefore,  I  am  delighted  that 
Professor  Anderson  also  holds  that  social  value  varies 
independently  of  exchange  values,  tho  I  carry  the  heresy 
farther  than  he  does. 


II 

Indeed  most  of  the  cases  he  cites  might  be  classed  by 
an  orthodox  economist  as  normal  exchange  values,  dis- 
tinguished from  actual  prices,  and  his  own  statement  of 
the  reason  why  one  of  his  examples  does  not  fall  within 
this  category  might  itself  pass  as  a  definition  of  the 
difference  between  normal  and  actual  price.^     More- 

1  p.  098t  "  I  mean  .  .  .  that  social  foroea  which  would  have  led  to  a  much  hicher 
prioe  had  they  had  time  to  <verate  were  foxeetaUed  ia  the  snap  Judgment." 
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over,  I  find  it  hard  to  understand  why  a  minunum  wage 
law  is  considered  a  departiire  from  true  social  value,  tho 
it  clearly  represents  valuation  of  the  kind  which  would 
prevail  in  a  socialistic  state.  In  his  concrete  examples, 
Professor  Anderson  sticks  to  standards  derived  from 
exchange,  and  hence  does  not  fulfill  the  expectations 
raised  by  his  allusions  to  socialism.  This  may  explain 
why  at  one  point,  after  undertaking  to  contrast  value 
with  purchasing  power,  he  contrasts  it  instead  with 
readiness  of  exchangeability.  The  other  contrast 
might  have  been  less  clearly  marked. 

There  would  seem  to  be  two  ideas,  not  one,  here.  A 
social  value  which  varies  independently  of  prices  and 
rests  on  the  facts  of  social  psychology  must  be  a  very 
different  entity  from  any  that  can  be  deduced  from  the 
idea  that  price  is  a  ratio  between  two  values,  or  from  the 
irresistible  tendency  which  writers  show  to  draw  from 
the  exchange  relation  an  abstract  quaUty  (which  is  still 
exchange  value).  Professor  Anderson  appears  to  blend 
these  two  concepts,  using  the  evidences  of  one  to  sup- 
port the  other,  and  it  is  this  overworking  of  the  deduc- 
tions drawn  from  the  exchange  relation  which  I  have 
called  in  question. 

The  chief  use  of  the  word  "  rate  "  is  to  carry  a  clearer 
connotation  of  what  happens  when  A  exchanges  for  B,^ 
free  from  unnecessary  implications  that  A  and  B  are 
commensurable.  Of  course  if  A  and  B  will  both  buy  C, 
then  we  have  a  ratio  of  the  kind  Professor  Anderson 
mentions,  with  "  power-to-buy-C "  as  the  common 
quality  measm^d.*  This  is  not  social  value,  however 
richly  it  may  be  explained  as  the  result  of  social  forces. 

>  The  concept  of  a  rate  would  need  to  be  stated  ao  aa  to  cover  aincle  ezchanteB;  a 
process  no  more  violent  than  the  adjustment  of  the  idea  of  an  organism  when  this  tenn 
is  applied  to  society. 

>  See  A.  A.  Young.  "  Borne  limitotions  of  the  Value  Conoept,"  in  this  Journal,  vol. 
zzv,  pp.  418-119. 
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III 

It  should  be  sufficiently  evident  that  I  do  not  want 
the  value  concept  limited  to  "  rate  of  exchange  "  or  any- 
other  relative  notion,  nor  do  I  regard  such  concepts  as 
ultimate  nor  oppose  the  use  of  concepts  of  social  value. 
But  as  Professor  Anderson  remains  obdurate  toward 
the  "  relation  "  usage,  we  stiU  have  matter  for  argu- 
ment. Must  the  definition  of  value  cany  with  it 
elements  of  doctrine  ?  Professor  Anderson  maintains 
that  terminological,  formal,  and  logical  matters  cannot 
be  wholly  divorced  from  questions  of  causation.  I 
should  like  to  distinguish  the  perception  of  facts,  the 
grasping  of  concepts  and  framing  of  theorems  about 
them,  from  the  more  or  less  arbitrary  process  of  choosing 
names  to  convey  these  perceptions  and  concepts.  This 
latter  process  need  involve  no  disputes  over  matters  of 
logic  or  cause,  and  no  questions  of  doctrine.  Even 
usage,  while  it  affects  the  wisdom  of  selecting  terms, 
has,  in  a  scientific  discussion,  nothing  to  do  with  their 
validity  or  logical  propriety. 

This  attitude  toward  definitions  spells  tolerance,  and 
some  may  question  whether  it  would  not  be  fatal  to  uni- 
formity. The  exact  opposite  is  the  fact,  however. 
Unless  we  can  establish  that  definitions  need  carry  no 
doctrinal  conclusions  men  will  fi^t  to  the  last  for  their 
individual  preferences  against  the  best  terminology  that 
could  be  devised.  Until  they  can  tolerate  each  other's 
usages  they  will  never  tolerate  any  uniform  system. 
The  one  man  who  will  surely  block  the  work  of  any 
committee  on  uniformity  is  the  man  who  knows  the  one 
correct  usage.  Most  of  what  Professor  Anderson  says 
against  the  definition  of  value  as  a  relation  would  not 
apply  to  this  or  to  any  definition  as  such,  unless  there  be 
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read  into  it  the  doctrine  that  the  exchange  relationship 
is  the  ultimate  economic  fact  and  that  there  is  nothing 
further  underlying  it,  or  the  doctrine  that  the  forces 
underlying  exchange  relationships  are  themselves  rela- 
tive things.^  The  first  of  these  doctrines  has  probably 
never  been  seriously  maintained;  the  second  can  be 
safely  left  to  psychologists  and  philosophers.  Neither  is 
involved  in  the  act  of  saying  '^  I  choose,  in  this  discus- 
sion, when  speaking  of  the  ratio  (or  rate)  of  exchange 
between  two  conmiodities,  to  designate  it  by  the  word 
'  value/  "  This  does  not  preclude  the  use  of  the  con- 
cept which  Professor  Anderson  prefers;  it  merely 
makes  necessary  the  choice  of  another  ssmibol  to  denote 
it.  I  have  never  heard  of  two  mathematicians  disput- 
ing whether  the  vertex  of  an  isosceles  triangle  should  be 
called  A  or  B. 

As  Bertrand  Russell  laments:  "  The  word  is  is  ter- 
ribly ambiguous."  *  (He  notes  five  different  mean- 
ings.) The  statement  '^  value  is  a  ratio  of  exchange  " 
may  be  taken  as  adopting  a  meaning  for  the  word 
"value,"  or  it  may  be  taken  as  proclaiming  certain 
properties  as  absolute  essentials  of  the  concept "  value," 
wherever  and  however  it  may  be  used.  Read  in  one 
way  the  statement  is  a  definition,  not  logically  debata- 
ble. Read  in  the  other  way  it  is  dogma  of  a  particu- 
larly imfruitful  sort.  This  explains  my  own  alleged 
excursions  into  the  logical  and  causal  aspects  of  defini- 
tions,' anent  the  proposition  that  value  is  a  quantity 
antecedent  to  exchange,  —  a  statement  which  is  itself 
part  definition  and  part  doctrine;  as  a  definition  it  is 
merely  incomplete,  as  a  doctrine  it  is  open  to  the  com- 
ment which  I  made. 

^  Cf .  p.  679,  "  If  one  wiahefl,  <m  the  baaU  of  an  arcument  of  this  kind,  to  assert  the 
relativity  of  values,'*  etc. 

>  The  Prineiitles  of  Mathematics,  Cambridce,  1903,  p.  64. 
*  Cited  by  Ftofeasor  Anderson,  p.  675. 
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Tested  by  this  principle,  much  of  Professor  Ander- 
son's criticism  is  beside  the  mark.  For  example,  he 
attributes  to  his  opponents  (to  whom  "  value  "  means  a 
ratio  of  exchange)  an  argument  that  assumes  all  values 
cut  in  half  or  doubled.  What  he  thinks  his  adversary 
might  mean  by  that  expression  I  am  at  a  loss  to  imagine. 
Professor  Anderson's  meaning  is  evident  enough,  but  if 
one  of  the  "  ratio  "  school  were  expressing  this  idea  he 
would  say  that  "  effective  utilities  "  had  changed,  and 
would  be  most  surprised  if  any  one  suggested  that  it 
could  happen  without  his  knowledge. 

Again,  the  red  cloth  would  assuredly  have  economic 
importance,  and  Jevons  would  be  the  last  man  to  deny 
it.  But  must  that  be  called  "  value  "  by  every  one  ? 
As  Professor  Anderson  says:  ''  No  one  has  a  right  to 
dogmatize."  Again,  if  we  christen  a  measure ''  value/' 
we  do  not  thereby  confuse  it  with  the  thing  measured, 
be  that  thing  motivation  or  utility  or  something  else. 


IV 

However,  if  we  try  to  handle  a  real  quality  which  may 
be  measured  in  many  conflicting  ways  only  one  of  which 
we  know  much  about,  we  are  in  danger  of  confusing  the 
real  quaUty  ^  with  the  abstraction  derived  from  our  one 
test.'  If  we  use  the  abstraction  (and  Professor  Anderson 
has  shown  that  most  of  us  cannot  help  using  it)/  our 
terminology  should  clearly  show  it  as  different  from  the 

>  Ignorinc  the  question  of  the  Ding  on  neh,  and  whether  the  "  ie«l  quality  **  la  more 
than  a  oompoaite  of  oapadtiee  to  respond  to  all  possible  tests. 

«  Cf.  A.  A.  Yoiinc«  "  Some  limstotionB  of  the  Value  Goneept,"  in  this  Joaraal, 
vol.  XXV,  pp.  41&-419.  I  have  already  noted  Tnitmot  Andenon'a  blending  of  the  two 
oonoepts. 

*  Henoe  the  word  *'  price  "  will  not  quite  fill  all  the  requirements  of  the  various 
relative  oonoepts  of  value,  if  we  include  the  abstraet  quality,  **  purchasing  power  *'  in 
that  group.  In  this  paper  I  have  deliberately  used  "  social  value,* ' "  social  utility  "  and 
"  power  in  motivation  "  somewhat  interchangeably,  as  over  against  "  exchange  value," 
"  price  "  or  "  power  in  exchange,**  trusting  the  context  to  prevent  ambiguities. 
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fundamental  quality.  Beside  this  difference,  the  dis- 
tinction between  "  rate,"  "  ratio,"  or  purchasing  power 
is  insignificant. 

Unless  much  stress  is  laid  on  this  distinction  between 
true  social  value  and  mere  "  power-to-buy-C,"  I  fear 
the  concept  of  social  value  may  lapse  into  a  soporific 
idea  that  normal  exchange  values  have  been  validated 
in  some  inscrutable  way  and  can  be  taken  as  true  meas- 
ures of  the  ultimate  economic  quantity.  This  would 
rob  the  concept  of  its  great  dynamic  force.  Therefore 
I  speak  for  the  right  to  use  both  concepts.  The  limita- 
tions of  the  relative  concept  then  become  its  chief 
recommendations,  even  tho  they  may  not  be  quite  so 
narrow  as  Professor  Anderson  maintains. 

Before  concluding,  certain  detailed  points  may  be 
briefly  touched  on.  In  the  matter  of  knowledge  v. 
reality,  Professor  Anderson  appears  to  set  up  the  stand- 
ards of  metaphysics  rather  than  those  of  science.  Shall 
economics  try  to  be  something  more  than  science,  when 
so  many  still  regard  it  as  something  less  ?  Within  its 
limitations  the  relative  concept  does  give  useful  sums 
and  averages,  being  no  less  adequate  for  this  purpose 
than  a  sum  of  imaginary  gold  coins.  Money  can  be  a 
common  denominator  of  rates  of  exchange.  As  for 
assuming  a  ^'  fixed  value  of  the  dollar,"  this  may  mean 
one  of  two  things.  In  inductive  studies  it  simply 
means  measuring  changes  of  other  values  with  reference 
to  the  dollar.  The  timers  of  a  sack-race  on  shipboard 
do  not  necessarily  assume  the  ship  to  be  standing  still 
when  they  measure  the  speed  of  the  runners  wOh  refer- 
ence to  the  deck.  Astronomers  say  the  sun  moves,  but 
use  it  as  a  reference  point  to  measure  the  motions  of  our 
system,  and  can  name  no  ultimate  fixed  point  with 
reference  to  which  they  may  measure  its  absolute 
motion. 
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In  deductive  theory  the  phrase  usually  means  that 
the  average  change  in  money's  purchasing  power  is 
zero,  measured  either  in  commodities  or  in  some  stand- 
ard of  human  sacrifice,  but  it  is  used  with  regrettable 
looseness. 


The  discussion  is  alive  with  imsettled  questions.  The 
statement  that  economic  values  are  sometimea  affected 
by  values  of  a  non-economic  sort,  legal  for  example, 
suggests  the  reply  that  if  law  is  a  non-economic  value 
so  is  every  "utility";  that  all  primary  values  (or  utili- 
ties) are  non-economic,  while  economic  values  are  of  a 
different  grade,  not  coordinate,  for  example,  with 
aesthetic  or  hygienic  values.  Thus,  in  dealing  with  the 
non-economic  utility  of  an  institution  which  is  valued 
by  the  public  as  a  whole,  we  are  on  the  same  ground  as 
in  dealing  with  the  warmth  of  a  coat  or  the  beauty  of  a 
picture;  each  has  its  economic  aspect  and  each  fur- 
nishes its  data  for  economic  problems. 

Moreover,  we  cannot  be  satisfied  to  take  institutions 
for  granted  as  if  they  were  supreme  ends  in  themselves. 
If  we  cannot  understand  the  social  value  of  goods  sold 
under  a  franchise  without  reference  to  the  Dartmouth 
College  Case,  neither  can  we  understand  the  social  value 
of  the  Bill  of  Rights  without  reference  to  its  effect  on 
two-cent  passenger  fares.  Even  the  courts,  under  the 
powerful  influence  of  the  judicial  form  of  that "  instinct 
of  workmanship  "  which  a  reading  of  Professor  Veblen's 
very  valuable  book  tempts  one  to  define  as  a  "  bent 
toward  mistaking  the  means  for  the  end  '';  ^  even  the 

1  For  this  perversion  of  Veblen*s  terms  I  hope  to  be  forgiyen,  on  the  ground  that  it  is 
no  worse  than  those  perversicMis  of  the  instinet  itself  which  form  so  Urge  s  part  of  his 
book,  and  which  he  shows  to  be  inherent  in  the  nature  of  the  instinct.  Cf.  The 
Instinct  of  Workmanship,  pp.  29,  31,  34,  etc. 
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courts  have  not  reached  the  point  of  regarding  the  law 
and  the  constitution  wholly  as  ends  in  themselves.  The 
modem  tendency  is  to  regard  even  the  more  funda- 
mental institutions  as  means  to  social  ends,  and  nothing 
in  economic  theory  can  further  this  tendency  more  than 
a  constant  recognition  of  the  existence  of  economic 
gains  and  costs  to  society  for  which  such  institutions  are 
responsible. 

The  whole  problem  of  value  to  society  is  of  course 
more  than  economic,  but  its  economic  aspect  is  far  from 
exhausted.  The  chief  thing  to  be  striven  for  is  that 
this  central  problem  shall  have  all  the  light  that  can  be 
thrown  on  it  from  all  angles,  and  that  problems  of 
exchange  should  be  treated  with  this  aim  constantly  in 
mind. 

In  summary,  the  great  issue  seems  to  be  between 
standards  of  value  which  accept  the  exchange  outcome 
as  measuring  the  values  of  the  goods  exchanged,  how- 
ever they  may  preface  this  with  studies  of  the  conflicting 
social  forces  which  are  at  work,  and,  on  the  other  hand, 
standards  of  value  which  do  not  accept  that  measure  as 
exact  or  final.  Being  a  heretic  on  the  main  point,  I 
tend  to  minimize  distinctions  which  seem  less  extreme. 

J.  M.  Clark. 

Univbbsitt  of  CmCAGO. 
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GERMANY'S  FINANCIAL  MOBILIZATION 

SUMMARY 

I.  Preliminary  measures:  banknotes  and  treasuiy  notes  of  small  de- 
nominations authorised  in  1906,  724.  —  The  joint  stock  banks  required 
to  publish  more  frequent  statements,  726.  —  II.  The  four  war  measures 
passed  August  4,  728.  —  The  Darlehnskassenscheine,  728.  —  III.  Tlie 
Reichsbank;  redemption  of  notes  discontinued,  732.  —  Stock  of  gold 
increased,  chiefly  from  the  internal  circulation,  734.  —  Discounts  of 
treasury  bills,  736.  —  IV.  The  Darlehnskassen,  737.  —  V.  War  Credit 
Banks,  739.  —  VI.  Foreign  exchange,  742.  —  Appendix  I,  Issues  of 
Darlehnskassenscheine,  745;  II,  Reichsbank  Statements,  July,  1914, 
to  March,  1915,  746. 


Introductory 

As  a  preliminary  to  the  following  discussion  of  the 
financial  measures  which  Germany  resorted  to  at  the 
outbreak  of  the  war,  it  will  be  necessary,  in  order  to 
obtain  a  clear  understanding  of  the  situation,  to  review 
briefly  the  course  of  development  of  German  banking 
policy  during  the  last  decade. 

The  rapid  industrial  and  commercial  progress 
achieved  by  the  Empire  almost  continuously  since  the 
middle  of  the  nineties  was  naturally  followed  by  severe 
strain  on  credit  resources  which  failed  to  allow  for  the 
possibilities  of  a  political  crisis.  When  in  1906,  how- 
ever, the  first  differences  arose  between  France  and 
Germany  over  the  Morocco  affair,  the  German  Grovem- 
ment  became  aware  of  the  dangers  of  such  a  heavy 
strain  upon  its  monetary  and  credit  system,  and  the 
problem  of  a  financial  mobilization  was  at  once  taken 

T24 
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up.  The  efforts  of  the  responsible  officials  were  probably 
stimulated  by  the  Reichsbank,  whose  directors  were 
best  in  a  position  to  discern  the  effects  of  political 
events  upon  the  money  market  and  who  realized  that 
the  German  currency  system  rested  on  a  metallic 
foundation  far  from  strong  enough  to  withstand  suc- 
cessfully a  great  crisis.  And  apart  from  these  circles, 
there  were  many  other  prominent  men  able  to  define 
their  attitude  regarding  this  very  important  question; 
they  put  before  the  public  valuable  essays  on  the  subject 
of  financial  mobilization. 

These  facts  should  be  borne  in  mind  in  order  to  under- 
stand the  course  of  German  banking  legislation  since 
1906  and  the  banking  policy  of  the  German  Reichs- 
bank.  The  first  step  was  to  grant  the  Reichsbank  the 
privilege  (Law  of  February  20,  1906)  of  issuing  bank- 
notes in  denominations  of  M.  50  and  M.  20.^  The 
purpose  of  this  legislation  was  admittedly  to  replace 
a  part  of  the  precious  gold  in  circulation  by  small  bills, 
or  to  meet  a  part  of  the  need  for  gold  coin  with  the  issue 
of  smaller  notes;  as  a  result  gold  would  flow  in  greater 
amounts  into  the  Reichsbank.  On  June  5,  1906, 
another  statute  was  passed  according  to  which  the 
Reichskassenscheine  (treasury  notes)  were  to  be 
issued  in  denominations  of  M.  10,  replacing  those  of 
M.  20  and  M.  50,« 

>  Heretofore  the  smaDeet  denomination  had  been  M.  100,  as  provided  for  in  the 
Bank  Law  of  March.  1875. 

>  These  treasury  notes  are  the  only  paper  money  issued  by  the  German  Empire. 
They  were  created  by  a  law  passed  April  30,  1874,  when  the  maximum  amount  was 
fixed  at  M.  120  millions.  To  increase  the  imperial  war  chest  of  gold,  which  amounted 
since  1871  also  to  M.  120  millions,  it  was  ruled  on  July  3,  1913,  to  issue  a  further 
120  millions  of  Reichskassenscheine.  Up  to  the  end  of  July,  1914,  about  85  millions 
of  this  new  issue  had  been  put  into  circulation,  and  the  war  chest  had  been  accordingly 
increased;  the  total  amount  of  gold  in  the  chest  (205  millions)  was  promptly  delivered 
to  the  Reichsbank  for  the  credit  of  the  Empire  at  the  outbreak  of  the  war.  On 
March  22, 1915,  a  new  bill  was  passed  providing  for  the  issue  of  a  further  120  millions 
Rttchskassenscheine  in  denominations  of  M.  10.  This  new  issue,  however,  is  to  be 
entirely  covered  either  by  Darlehnskassenaoheine  or  by  currency:  it  is  to  be  with- 
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In  1908,  when  the  tune  approached  to  renew  the 
charter  of  the  Reichsbank,  an  official  inquiry  was  held 
with  the  purpose  of  disclosing  all  means  and  ways  to 
help  in  the  policy  of  strengthening  the  German  mone- 
tary system.  The  six  questions  propounded  to  the  au- 
thorities finally  sifted  down  to  one:  how  was  the 
position  of  the  Reichsbank  to  become  stronger  in 
the  future  ?  This  official  inquiry  resulted  directly  in 
the  passing  of  the  bank  act  of  June  1,  1909.  In  Article 
3  of  this  act  the  notes  of  the  Reichsbank  were  declared 
"  legal  tender "  ^  a  quality  they  had  not  possessed 
before.  By  this  provision  the  public  was  to  grow 
accustomed  to  considering  the  Reichsbank  notes  ''  as 
good  as  gold." 

Simultaneously  with  this  legislation,  which  had  in 
view  the  strengthening  of  the  Reichsbank,  German 
banking  policy  was  extended  to  the  private  joint  stock 
banks.  The  government  fully  realized  that  an  improve- 
ment in  the  German  credit  system  could  only  be 
achieved  by  finding  a  way  to  induce  these  institutions 
to  use  more  restraint  and  discretion  in  the  granting  of 
new  credit.  In  view  of  the  fact  that  the  country  owed 
its  great  economic  development  largely  to  the  stimulat- 
ing influence  of  the  private  stock  banks,  a  destructive 
legislation  against  these  useful  institutions  was  con- 
sidered inadvisable.    Therefore  an  attempt  was  made 

drawn  later  and  replaoed  by  Rdehabank  notes  of  the  same  denominationa,  the  ianie  of 
which  18  already  provided  for  in  the  same  bill. 

>  Am  the  Amerioan  definitions  ol  "  lawful  money  "  and  **  lecid  tender  "  differ  from 
those  ouatomaiy  on  the  Continflnt,  it  may  be  stated  that  in  Europe  the  term  **  lawful 
money  *'  implies  tha  unit  ttandard^  —  either  the  unit  standard  ooin,  or  goveniment 
notes,  or  buiknotes  not  convertible  into  ooin,  aooordinc  to  the  respective  monetaiy 
lecudation.  The  term  "  lecal  tender  "  is  applied  only  to  such  government  notes  or 
banknotes  ss  have  been  declared  by  law  to  be  instruments  of  payment,  but  which  are 
upon  demand  redeemable  in  gold.  For  instance,  the  notes  of  the  Bank  of  France  and 
of  the  Reichsbank,  previously  **  legal  tender  "  notes,  became  "  lawful  numey  '*  at  the 
outbreak  of  the  European  war,  when  these  banks  by  special  legislation  were  releaaed 
from  theb  obligation  to  redeem  the  notes  in  specie.  The  notes  of  the  Bank  of  England, 
however,  remained  legal  tender  notes,  for  the  bank  continued  to  redeem  them  in  gold. 
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to  influence  the  banks  by  other  means.  This  was 
accomplished  in  two  ways.  In  the  first  place  the  banks 
were  compelled  to  publish  a  so-called  ^'  Zwischen- 
Bilanz''  (intermediate  balance  sheet)  every  two  months, 
instead  of  once  a  year  as  heretofore.  The  purpose  was 
to  subject  the  banks  in  their  conduct  of  business  more 
fully  to  public  criticism.  The  measure  was  to  act  as  a 
restraint  upon  the  banks,  in  view  of  possible  political 
conflicts.  In  the  second  place,  the  Reichsbank  re- 
quested all  banks  to  increase  their  "  Giro-Guthaben  " 
(deposits)  with  it,  thus  increasing  its  own  working 
capital  as  well  as  the  bank's  cash  reserves. 

Owing  to  this  farnsighted  policy  credit  conditions  in 
Germany  improved  materially.  The  money  which  had 
been  borrowed  for  short  terms  from  foreign  countries, 
particularly  from  France,  was  repaid,  and  the  propor- 
tion between  cash  available  and  diort  term  obligations 
considerably  increased.  Such  a  development  was  doubt- 
less favored  by  the  slackening  of  business  in  Germany 
after  the  end  of  1912,  which  would  in  any  case  have 
caused  an  increase  in  the  banks'  cash  on  hand. 

Apart  from  the  improvement  in  the  monetary  and 
credit  conditions  the  German  Government  also  suc- 
ceeded in  enhancing  its  own  resources  by  adequate  tax 
measures.  These  measures  resulted  in  the  passing  of 
the  weU-known  tax  law  of  Jime  3,  1913,  authorizing 
what  was  expressly  called  an  extraordinary  "  Wehr- 
beitrag  "  (contribution  for  the  country's  defence).  The 
total  yield  of  this  tax  had  been  estimated  at  approxi- 
mately M.  1,200  millions,  to  be  collected  in  three  annual 
instalments.  Up  to  the  middle  of  the  year  1914  the 
receipts  had  aggregated  about  M.  300  millions. 
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II 

The  Foub  Wab  Measxjbes 

It  will  be  seen  that  at  the  begiiming  of  August,  1914, 
Germany  was  in  a  comparatively  favorable  monetary 
situation.  But  in  addition  to  these  precautionary 
measures,  the  government,  in  order  to  complete  the 
financial  mobilization,  had  carefully  prepared  a  number 
of  bills  to  be  enacted  at  the  outbreak  of  a  war.  They 
were  brought  before  the  Reichstag  on  August  4,  and 
were  unanimously  accepted  in  one  meeting. 

Let  it  be  premised  that  the  coinage  act  of  July  9, 
1873,  by  which  Germany  had  adopted  the  gold  standard, 
prescribed  the  acceptance  of  subsidiary  money  up  to 
M.  20,  of  minor  coin  up  to  M.  1.  The  coinage  act 
moreover  obliged  the  Treasury  to  exchange  upon 
demand  any  amount  of  such  minor  coin  for  gold.  Such 
provisions  could  of  course  not  be  maintained  during  a 
European  war,  as  care  had  to  be  taken  to  prevent  an 
outflow  of  gold. 

The  desired  results,  then,  were  brought  about  by  the 
following  acts:  — 

1.   (Law  4448.)   Act  respecting  Notes  (Reichskas- 
senecheine  and  Banknotes) 

The  Reichskassenscheine,  whose  acceptance  had 
heretofore  not  been  compulsory,  were  proclaimed  "  law- 
ful money"  (see  footnote,  p.  726).  At  the  same  time  the 
Reichsbank  notes  were  made  "  lawful  money,"  by  the 
provision  that  the  Reichsbank  should  be  released  from 
its  obligation  to  redeem  the  notes  in  gold.  Consequently 
the  Treasury  was  freed  from  the  redemption  of  the  out- 
standing Reichskassenscheine  (sections  I  and  II).    In 
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order  to  protect  the  private  note-issuing  banks  ^  against 
the  loss  of  their  gold  reserves  and  to  enable  them  to 
conduct  their  business  during  the  war,  these  banks  were 
allowed  to  redeem  their  notes  with  Reichsbank  notes 
(section  III). 

2.  (Law  4434.)    Amendment  of  the  Coinage  Ad 

As  mentioned  above,  the  German  coinage  act  of 
1873  provided  that  the  subsidiary  and  minor  coins 
should  be  exchanged  for  gold  upon  demand.  This 
provision  was  accordingly  modified  to  the  extent  that 
the  imperial  Treasury,  during  the  war,  should  be 
released  from  its  obligation  to  exchange  these  coins  for 
gold,  but  should  be  allowed  to  exchange  them  for 
Reichsbank  notes  and  Reichskassenscheine. 

3.  (Law  4435.)    Amendment  of  the  Bank  Law 

The  Reichsbank,  in  accordance  with  the  historical 
function  of  a  great  central  bank  of  issue,  had  always 
been  regarded  as  an  institution  whose  very  purpose  was 
to  serve  the  country  in  time  of  war.  In  order  to  ac- 
complish this  important  task  it  was  necessary  to  place 
the  Reichsbank  in  a  position  to  cope  with  the  extra- 
ordinary requirements.  In  section  17  of  the  Bank 
Law  of  March,  1875,  it  had  been  provided  that  the 
Reichsbank  must  keep  as  security  against  its  circulating 
notes  i  in  cash  and  |  in  short  term  biUs  of  exchange 
bearing  at  least  2  names  (double  name  paper).  In  order 
to  enable  the  Reichsbank  to  grant  extensive  credits  to 
the  Empire  this  provision  was  changed.  The  Reichs- 
bank received  the  permission  to  discount  Treasury 

>  There  ttill  eiist  four  prtvftte  note-iaeuinc  banki  in  Germany,  vis.:  The  Bssreriache 
Notenbank,  the  Sftchaieche  Bank,  the  Badiaohe  Bank,  and  the  WQrttembersisohe 
No 
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bills  ^  which  matured  not  lat^  than  3  months;  and  it 
was  provided  that  the  bank  should  be  at  liberty  to  con- 
sider, in  addition  to  double  name  paper,  such  short  term 
obligations  of  the  empire  and  Imperial  Treasury  Bills  as 
security  within  the  meaning  of  section  17. 

This  act  likewise  repealed,  for  the  duration  of  the  war, 
the  well-known  provision  for  a  5  per  cent  tax  upon  the 
uncovered  amount  of  circulating  notes  (exceeding  550 
or  750  millions  respectively).  The  deciding  factor  for 
this  action  probably  was  the  consideration  that  at  a 
time  when  the  Reichsbank  was  increasing  its  note  cir- 
culation in  the  interest  of  the  Empiro,  there  could  be  no 
reason  for  a  tax  tending  to  restrict  note  circulation. 

4.   (Law  4446.)    Act  respecting  DadehnskMsen 

The  acts  just  mentioned  represent  amendments  of 
existing  legislation  in  regard  to  currency  and  note- 
issuing  banks.  The  other  measures  taken  for  the  com- 
pletion of  the  financial  mobilization  had  no  connection 
whatever  with  previous  laws  enacted  in  times  of  peace. 

In  order  to  relieve  the  Reichsbank  and  the  joint 
stock  banks,  it  was  considered  essential  to  create  an 
institution  to  extend  credit  against  collateral  security. 
For  this  purpose  loan  banks  (Darlehnskassen)  were 
established  throughout  the  country.  Such  Daiiehns- 
kassen,  as  a  matter  of  fact,  were  not  entirely  unknown; 
they  had  already  proved  successful  in  Prussia  in  the 
wars  and  crises  of  1848, 1866  and  1870.  On  the  strength 
of  its  experiences  during  these  periods,  the  govern- 
ment, in  order  to  complete  the  war  credit  and  currency 
system,  again  returned  to  this  old  and  approved  organ- 
ization.   The  Darlehnskassen  system  was,  of  course, 

>  Another  aet  Qam  4338)  fliyie— ly  aiathoriMd  the  Treesaiy  to  ksoe  eooh  Imperial 
Treaeuxy  BiDa. 
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considerably  developed,  in  accordance  with  the  changed 
conditions  of  the  present  day.  The  leading  idea  was  to 
strengthen  as  far  as  possible  the  position  of  the  Reichs- 
bank  for  the  financial  needs  of  the  government.  To 
accomplish  this  end,  business  had  to  be  given  an  oppor- 
timity  to  satisfy  its  demands  for  credit  elsewhere.  Tho 
the  great  joint  stock  banks  would  unquestionably  have 
come  to  the  assistance  of  their  clientdle  in  time  of  war,  it 
was  nevertheless  deemed  advisable  to  establish  another 
organization  with  the  sole  object  of  meeting,  in  case 
of  emergency,  the  urgent  demands  for  credit.  In  close 
cooperation  with  the  branch  sjrstem  of  the  Reichsbank, 
the  Darlehnskassen  were  to  be  established  in  all  cities  in 
which  the  Reichsbank  maintained  a  branch  office  and 
where  there  appeared  to  be  a  need  for  the  facilities. 

The  Darlehnskassen  were  started  without  capital,  in 
lieu  of  which  they  issue  Darlehnskassenscheine  (Loan- 
Bank  notes).  The  act  of  August  4,  1914,  provided  for 
the  issuing  of  a  maximum  amount  of  these  Loan-Bank 
notes  of  M.  1,500  millions;  an  amendment  to  this  act 
(November  11, 1914)  increased  the  amount  to  M.  3,000 
millions.  It  may  be  worth  while  to  mention  that 
so  far  the  maximum  amount  of  the  Darlehnskassen- 
scheine put  in  circulation  has  at  no  time  reached  the 
amount  originally  provided  for,  M.  1,500  millions.  On 
December  31,  1914,  the  circulation  totalled  M.  1,317 
millions,  and  gradually  decreased  to  M.  760  millions  on 
March  15,  1915.  The  Darlehnskassenscheine  neither 
became  lawful  money  nor  were  they  declared  legal 
tender.  But  the  Reichsbank  was  authorized  to  include 
them  in  its  legal  cash  reserves.  Thereby  it  was  intended 
to  assure  the  possibility  of  extending  the  Reichsbank's 
issue  power,  in  case  its  gold  reserve  should  prove  insuffi- 
cient cover  for  its  note  circulation  as  provided  for  in 
section  17  of  the  fundamental  bank  law  of  1875. 
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In  practice  the  business  of  the  Darlehnskassen  is 
conducted  as  follows:  they  obtain  banknotes  from  the 
Reichsbank  against  the  issue  of  Darlehnskassenscheine, 
which  are  fully  secured  by  the  accepted  security.  On 
the  strength  of  these  Darlehnskassenscheine  the  Reichs- 
bank is  enabled  to  put  into  circulation  three  times  the 
amount  of  its  own  notes. 

The  denominations  of  the  Darlehnskassenscheine 
were  at  first  M.  5,  10,  20  and  50.  Later,  notes  of  M.  1 
and  M.  2  were  issued.  While  the  smaller  denominations 
are  mostly  in  circulation,  the  larger  ones  are  chiefly 
held  by  the  Reichsbank.  In  the  weekly  statement  of 
March  15,  1915  this  institution  showed  a  balance  of 
M.  176  millions  of  Darlehnskassenscheine,  from  which 
it  may  be  inferred  that  of  the  total  issue  (at  that  time 
M.  760  millions  as  previously  stated)  M.  584  millions 
were  in  active  circulation. 

Ill 
The  Reichsbank 

As  previously  remarked,  the  Reichsbank  for  years  had 
heeded  closely  the  possibility  of  political  imbroglios  and 
was  accordingly  prepared  for  the  outbreak  of  the  war. 
The  course  of  financial  events  immediately  preceding 
and  following  the  beginning  of  hostilities  may  be 
briefly  described  as  follows. 

Dining  the  last  days  of  July,  1914,  the  public  became 
alarmed  and  began  to  exchange  Reichsbank  notes  for 
gold.  The  Reichsbank  at  first  satisfied  such  demands, 
but  very  soon  restricted  itself  to  paying  out  only  sub- 
sidiary coins.  After  July  31,  the  bank  entirely  dis- 
continued redeeming  its  banknotes,  this  step  probably 
having  already  met  with  the  approval  of  the  govern- 
ment.   The  measures  taken  by  it  received  full  l^al 
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sanction  when  the  Reichstag  met  on  August  4,  1914. 
The  refusal  on  the  part  of  the  Reichsbank  to  redeem  its 
notes  in  gold  might  easily  have  increased  the  alarm  of 
the  public,  had  the  bank  not  enlightened  the  people  by 
using  the  daily  press,  and  had  it  not  at  the  same  time 
freely  discounted  bills  of  its  customers,  so  that  these 
were  not  experiencing  difficulties  in  meeting  their  own 
obligations.  The  increase  in  the  amount  of  bills  dis- 
counted by  M.  1,330  millions  dining  the  week  from 
July  23  to  July  31  is  the  best  evidence  of  the  far-reach- 
ing assistance  rendered  by  the  Reichsbank  at  that 
period.  Further,  it  granted  loans  against  collateral  in  a 
liberal  manner,  revising  for  this  purpose  the  list  of 
securities  which  could  be  pledged.  Whereas  in  time  of 
peace  only  imperial  issues  or  those  of  the  several  states, 
municipal  bonds,  and  land-mortgage  bonds  had  been 
accepted  as  collateral,  the  list  was  extaided  to  include 
all  domestic  securities  listed  on  German  stock  exchanges. 
At  the  same  time  the  Reichsbank  prepared  to  open  the 
Darlehnskassen  mentioned  above.  Upon  these  institu- 
tions was  to  devolve  later  the  task  of  granting  credit 
against  pledge  of  securities  and  non-perishable  mer- 
chandise. 

The  further  development  of  the  financial  state  of 
affairs  may  best  be  followed  up  by  reference  to  the 
weekly  statements  of  the  Reichsbank.  They  are  tabu- 
lated in  Appendix  II  to  the  paper,  for  the  period  from 
July  15,  1914  to  March  15,  1915.  In  the  first  week  of 
August,  1914  the  item  ''  Commercial  paper  and  Treas- 
ury bills"  shows  an  increase  by  M.  1,565  millions. 
According  to  official  information,  about  M.  750  mil- 
lions of  this  amount  represent  requirements  of  the 
government  for  military  payments.  As  financial  and 
business  concerns  felt  apprehensions  regarding  the 
possibility  of  a  sudden  discontinuance  of  credit  f acili- 
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ties,  they  were  naturally  aiudouB  to  secuie  laige  credit 
balances  with  the  Rdchsbank.  But  they  were  not  in 
immediate  need  of  cash,  and  the  proceeds  of  discounted 
bills  therefore  chi^y  remained  with  the  bank,  as  is 
shown  by  the  increase  in  dqMMits.  Since,  moreover,  the 
stock  of  gold  was  at  the  same  time  considerably  raised 
throuf^  the  imperial  war  chest,^  the  Rdchsbank  could 
meet  the  enormous  demands  without  permitting  the 
cover  for  the  circulating  notes  to  drop  bdow  the 
minimum  proportion  of  33|  per  cent  in  cash  (gold  in 
bullion  and  coin,  Bdchskassenscheine,  and  Darldms- 
kassenscheine).  Taking  into  consideration  the  cover 
in  gold  alone,  we  find  that  the  security  in  that  metal 
was  37.9  per  cent  for  the  period  moitioned.  The 
percentage  dropped  only  once  below  this  figure  (to 
36.7  POT  cent)  on  August  22, 1914.  Aft^  that  time  tlie 
percentage  steadily  improved,  and  reached  42.9  per 
cent  on  March  15,  1915.  This  favorable  result  was 
brought  about  mainly  by  the  fact  that  the  Bdchsbank 
could  continue  to  draw  gold  from  circulation  and 
replace  it  by  small  banknotes.  As  stated  above,  this 
policy  dates  back  as  far  as  1906  and  has  undoubtedly 
during  the  last  few  years  been  the  chief  means  of  in- 
creasing the  gold  stock  in  the  Reichsbank's  vaults. 
The  gold  reserve  amounted  on 

July  23,  1911  to  M.    917.2  miUioiis 
«    23,  1912  «    "      979.0       « 
«    23,  1913  «    "    1,156.7       « 
«    23,  1914  «    «    1,356.8       « 

A  few  days  previous  to  the  outbreak  of  the  war  the 
amount  of  gold  on  hand  dropped  as  low  as  M.  1,253.2 
millions.  But  from  the  beginning  of  August  the  stock 
continually  increased,  and  on  March  15,  1915  it  rose 

1  See  p.  725,  note  2. 
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to  the  enormous  amount  of  M.  2,300  millions.  It  is 
obvious  that  only  by  means  of  such  a  large  increase  in 
the  gold  reserve  could  the  Reichsbank  expand  its  note 
circulation  without  jarring  the  foundation  of  the 
German  monetary  system. 

While  it  is  undoubtedly  true  that  the  Reichsbank  was 
enabled  to  mairUain  its  gold  reserve  by  its  refusal  since 
August  1st  to  redeem  the  notes  in  gold,  the  considerable 
increase  in  its  gold  reserve  could  not  have  been  accom- 
plished without  the  assistance  of  the  entire  public. 
There  was  no  other  means  by  which  the  gold  held  by 
individuals  and  in  circulation  could  have  been  con- 
centrated with  the  Reichsbank.  Through  the  press  the 
public  was  consistently  educated  in  regard  to  the  ex- 
change of  banknotes,  and  it  came  to  be  looked  upon  as  a 
national  duty  to  deposit  the  gold  with  the  Reichsbank 
and  receive  its  notes  therefor.  Gradually  this  idea 
became  national  and  was  taken  up  by  all  classes  of  the 
population.  Churches  and  schools  participated  in  the 
movement;  and  this  is  the  only  explanation  of  the  fact 
that  the  Reichsbank  was  able  to  increase  its  gold 
reserve  since  the  beginning  of  the  war  by  more  than 
1,000  million  of  marks  without  importing  gold.  An 
opinion  regarding  this  increase  in  the  Reichsbank's 
gold  reserve  would  have  little  value,  so  far  as  the  present 
is  concerned.  As  regards  the  future,  however,  it  cannot 
be  overestimated.  This  large  gold  reserve  will  ma- 
terially facilitate  the  reestablishment  of  normal  mone- 
tary conditions  as  soon  as  peace  has  been  restored. 
Aside  from  this  fact,  the  willingness  of  the  population  to 
sacrifice  precious  metal  for  paper  money  in  hard  war 
times  will  constitute  a  unique  case  in  banking  and 
financial  history.  The  psychological  explanation  is 
unquestionably  the  great  confidence  and  trust  enjoyed 
by  the  Reichsbank  ever  since  its  establishment. 
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Owing  to  the  constant  withdrawal  of  gold  from  cir- 
culation, the  banknotes  of  small  denominations  (issued 
in  accordance  with  the  act  of  1906,  as  previously  ex- 
plained) were  destined  to  play  a  particularly  important 
part.  On  June  30,  1914  the  total  circulation  of  small 
banknotes  amounted  to  M.  651.7  millions;  on  July  30, 
1914  it  had  ah-eady  increased  to  M.  812.6  millions.  On 
March  15,  1915  the  total  amount  of  banknotes  (large 
and  small  denominations)  in  circulation  was  M.  4,937 
miUions,  which  included  not  less  than  M.  2,161  millions 
small  notes  (M.  50  and  20)  representing  about  44  per 
cent  of  the  total. 

The  item  "  Commercial  paper  and  Treasury  bills  " 
contained  in  the  Reichsbank's  weekly  statements 
clearly  reflects  the  effect  brought  about  by  supplying 
the  financial  needs  of  the  Empire.  Inasmuch  as  the 
business  concerns  had  satisfied  their  credit  requirements 
during  the  few  days  preceding  the  outbreak  of  war,  it 
stands  to  reason  tiiat  they  found  more  funds  at  their 
disposal  when  the  situation  was  cleared  than  were 
needed  for  business.  On  the  other  hand,  until  the  first 
war  loan  was  issued,  it  was  the  Reichsbank's  para- 
mount obligation  to  provide  the  Empire  with  the  funds 
necessary  for  conducting  the  war.  As  a  consequence  the 
item ''  Commercial  paper  and  Treasury  bills ''  increased 
constantly,  until  it  reached  its  highest  point  on  Sep- 
tember 30,  with  M.  4,755.8  millions.  According  to 
official  information  Treasury  bills  alone  amounted  at 
that  time  to  M.  2,300  millions.  When  the  first  instal- 
ment of  the  war  loan,  due  on  October  5,  was  paid  in,  the 
Treasiuy  took  in  M.  2,420  millions,  which  amount  was 
largely  applied  for  the  payment  of  Treasury  bills  dis- 
counted with  the  Reichsbank.  Reference  to  the  bank's 
weekly  statements  will  substantiate  this,  for  the  total  of 
'^  Commercial  paper  and  Treasury  bills  "  decreased  from 
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M.  4,756  millions  on  September  30  to  M.  2,643  millions 
on  October  7.  It  is  probable  that  the  government 
contributed  at  least  M.  2,000  millions  to  this  decrease. 
The  amount  may  have  been  even  larger,  because  some 
of  the  subscribers  to  the  war  loan  probably  discounted 
bills  at  the  Beichsbank  in  order  to  raise  the  required 
funds. 

The  subsequent  rise  of  the  item  ''  Commercial  paper 
and  Treasury  bills"  viz.  from  M.  2,643  millions  on 
November  7,  1914  to  M.  4,437  millions  on  March  16, 
1915  was  undoubtedly  caused  by  new  financial  require- 
ments of  the  Empire.  These  figures  illustrate  that  the 
Reichsbank  is  the  center  of  the  entire  financial  mobiliza- 
tion in  Germany. 


IV 

The  Imperial  Loan  Banks  (Darlehnskassen) 

The  Darlehnskassen  have  so  far  accomplished  their 
object  in  every  way.  They  have  relieved  the  imperial 
Reichsbank,  and  at  the  same  time  offered  an  oppor- 
tunity, especially  to  business  concerns,  of  receiving 
advances  on  security  upon  which  in  ordinary  periods 
money  could  be  raised  only  with  difficulty.  Since  grant- 
ing loans  on  the  part  of  the  Darlehnskassen  implies 
automatically  an  increase  in  the  circulation  of  Reichs- 
bank notes,  as  explained  above,  the  loan  banks  in  their 
desire  to  prevent  a  dangerous  depreciation  of  the  paper 
money,  grant  loans  solely  in  cases  where  the  real  value 
of  the  security  offered  is  conunensurate  with  the  amount 
applied  for.  On  the  other  hand,  the  regulations  of  the 
loan  banks  respecting  acceptable  security  were  made 
very  comprehensive.  In  addition  to  stocks,  bonds,  and 
raw  products,  '^  all  non-perishable  merchandise "  is 
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eligible.  But  notwithstanding  these  easier  conditions 
for  obtaining  credit  facilities,  full  precautions  are  taken, 
inasmuch  as  only  marketable  goods  and  merchandise  of 
probably  lasting  value  are  accepted.  Furthermore,  loans 
are  granted  only  up  to  50  per  cent  or  at  best  up  to  two- 
thirds  of  the  appraised  value  of  the  security.  One  must 
also  take  into  consideration  that  the  borrowers  are  liable 
to  the  Darlehnskassen  with  their  entire  property  for  the 
repayment  of  the  loans.  This  explains  the  fact  that  the 
Darlehnskassen  as  a  matter  of  principle  grant  loans 
only  to  reliable  firms  or  parties  deserving  credit.  The 
intrinsic  value  of  the  Darlehnskassenscheine  can  there- 
fore hardly  be  doubted.  The  precautions  dictated  by 
a  due  regard  for  the  quality  of  the  paper-money 
resulted  in  a  smaller  volmne  of  business  for  the  Dar- 
lehnskassen than  the  authorities  may  have  expected. 
According  to  official  statements  only  M.  226.6  miUions 
had  been  paid  out  from  August  5  to  September  23, 1914. 
For  the  period  from  September  23  to  October  7,  1914, 
however,  new  loans  to  the  amount  of  M.  850.1  millions 
were  reported.  On  October  7,  1914,  M.  710.4  millions 
(or  63.7  per  cent  out  of  M.  1,115.7  millions)  were  appor- 
tioned to  loans  granted  on  subscriptions  to  the  first 
war  loan.  At  the  end  of  October  not  more  than  M. 
332.6  millions  had  been  borrowed  on  other  security  and 
on  merchandise.  On  March  15, 1915,  the  larger  part  of 
the  loans  granted  against  these  subscriptions  having 
been  repaid,  the  total  amount  of  the  outstanding  loans 
was  only  M.  583  millions.  These  figures  do  not  in 
themselves  evidence  a  lesser  importance  of  the  Dar- 
lehnskassen, which  became  evident  again  in  connection 
with  the  financing  of  the  second  war  loan.  The  sub- 
scriptions to  this  amounted  to  M.  9  billions,  and  some  of 
the  subscribers  without  question  called  upon  the  Dar- 
lehnskassen for  assistance  when  the  various  instalments 
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became  due.^  Under  these  circumstances  the  great 
joint  stock  banks  are  considerably  relieved,  not  being 
obliged  to  withhold  otherwise  available  credits  from  th^ 
business  world. 


Wab  Credit  Banks 

The  perfectly  justified  precautions  taken  by  the  Dar- 
lehnskassen  in  connection  with  their  loans  made  it 
necessary,  however,  to  add  to  the  organization  for  credit 
facilities  during  the  war  another  institution.  In 
Germany  business  to  a  very  large  extait  is  based  upon 
receiving  and  granting  credit.  The  disturbances  in 
business  caused  by  the  war  were  bound  to  make  them- 
selves felt,  especially  with  concerns  which  had  at  their 
disposal  neither  sufficient  bank  credit  nor  pledgeable 
security.  Their  situation  was  critical  in  so  far  as,  on  the 
one  hand,  they  had  to  meet  maturing  obligations  for 
materials,  supplies  received,  work  performed  by  others, 
especially  wages,  as  well  as  the  requirements  for  main- 
tenance of  the  business;  on  the  other  hand  they  had  to 
reckon  with  bad  debts,  cancellation  of  orders  and  cessa- 
tion of  regular  earnings.  The  difficulties  thus  faced 
by  many  business  houses  through  no  fault  of  their 
own  could  not,  of  course,  all  be  removed  simply  by 
credits  granted  to  them  by  the  Reichsbank,  the  Dar- 
lehnskassen  or  by  private  banks.  Either  the  security 
available  was  insufficient  or  the  required  indorsements 

>  The  first  instalment  <A  the  new  war  loan  became  due  April  14.  There  were  iiaid 
in  about  0  billions  instead  off  8.4  billions  as  required  aooording  to  the  terms  ol  sub- 
seription.  To  iudge  from  the  statement  of  the  Darlehnsksssen  these  institutions  may 
have  oontributed  temporarily  about  M.  1.2  billions  of  these  0  billions,  for  the  amount 
of  loans  granted  by  them  inoreased  from  M.  344.6  to  M.  1,673  millions  during  the  week 
April  7  to  April  14.  Of  the  latter  amount  M.  521  millions  were  granted  against  hsrpothe- 
oation  ol  the  new  war  loan  warrants.  In  aooordanoe  herewith  the  amount  off  Dariehns- 
kasBenseheine  by  the  Reichsbank  rose  from  M.  165  millions  on  March  22  to  M.  932 
I  on  April  15. 
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of  their  bills  were  wanting.  Under  the  circumstances, 
it  was  deemed  advisable  to  create  an  institution  of  an 
intermediary  character,  which  would  bear  the  greater 
share  of  the  risks  involved.  The  so-called  War  Credit 
Banks  are  designed  to  serve  this  purpose.  They  were  es- 
tablished throughout  the  country,  have  their  own  capital, 
and  the  obligations  undertaken  by  them  are  guaranteed, 
and  losses,  if  any,  refimded,  by  the  respective  mimicipali- 
ties  and  conmiercial  associations.  The  War  Credit  Bank 
of  Greater  Berlin,  for  instance,  was  established  with  a 
capital  of  18  millions  of  marks,  of  which  25  per  cent  are 
fuUy  paid  in.  In  addition  thereto,  there  is  a  liability  of 
11.5  million  marks  by  official  bodies  or  commercial 
organizations. 

Inasmuch  as  the  officers  of  the  War  Credit  Banks  are 
in  close  touch  with  local  conditions  and  are  known  to  be 
extremely  careful  and  scrutinizing  in  their  investiga- 
tions, the  Reichsbank  did  not  hesitate  to  declare  its 
willingness  to  discount  the  bills  of  these  War  Credit 
Banks  up  to  an  amount  aggregating  3  to  5  times  the 
amount  of  their  capital  stock. 

Another  type  of  War  Credit  Bank  was  established  on 
a  cooperative  basis,  with  the  special  object  in  view  of 
assisting  the  German  middle  classes.  The  smaller  com- 
munities were  particularly  interested  in  these  latter 
institutions,  as  they  were  designed  chiefly  to  assist 
during  the  critical  periods  those  whose  financial  strength 
was  temporarily  insufficient  to  bear  the  heavy  burdens 
imposed  by  the  war. 

The  entire  organization  in  Germany,  then,  for  credit 
facilities  dining  the  war  may  be  simunarized  as  follows. 

Owing  to  weU  planned  modifications  of  the  German 
bank  act,  the  Reichsbank  may  now  be  looked  upon  as 
a  War  Credit  Bank  on  a  large  scale.  By  releasing  the 
bank  from  its  obligation  to  redeem  its  notes  in  gold^ 
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the  government  as  well  as  commercial  and  industrial 
concerns  were  enabled  to  obtain  the  required  credit 
facilities^  and  the  issue  of  the  first  war  loan  could  be 
postponed  until  its  success  was  warranted  by  the  con- 
dition of  the  German  money  market  and  imtil  private 
banking  institutions  had  been  supplied  with  sufficient 
fimds  to  insure  the  continuance  of  imimpaired  credit 
facilities  for  Germany's  commerce  and  industries. 

By  establishing  the  Darlehnskassen  the  German 
credit  system  was  suitably  extended  to  supply  all 
requirements^  and  the  possibility  of  investment  of  the 
Reichsbank's  funds  in  non-liquid  collateral  loans  was 
forestalled.  As  the  Reichsbank  was  further  authorized 
to  treat  Darlehnskassenscheine  as  cash  security  within 
the  meaning  of  section  17  of  the  bank  act  (requiring 
one-third  cash  against  notes  outstanding)  the  granting 
of  credit  facilities  by  the  Darlehnskassen  automatically 
tended  to  increase  and  extend  the  efficiency  of  the 
Reichsbank.  It  is  true  that  the  Reichsbank's  gold 
reserve  itself  has  so  far  been  sufficient  cover  for  its  note 
circulation  as  prescribed  by  law;  this  new  provision, 
however,  created  a  second  reserve  in  the  event  of  an 
imusually  large  expansion  of  the  Reichsbank's  note 
circulation. 

Finally,  the  financially  weaker  concerns  for  whom  the 
stringency  of  war  times  would  have  meant  economic 
ruin  are  taken  care  of  by  Germany's  financial  mobiliza- 
tion, support  being  extended  to  them  by  the  newly 
organized  War  Credit  Banks. 

It  is  due  to  this  carefully  planned  and  admirable 
organization  that  Germany  alone  of  all  the  coimtries 
at  war  was  able  to  do  without  a  moratorium,  thereby 
preventing  a  stand-still  of  her  national  trade,  commerce 
and  industries,  and  retaining  her  commercial  and 
economic  powers  almost  imimpaired  in  spite  of  the  war. 
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VI 

FoBEiON  Exchange 

The  success  attending  these  measures  has  failed  to 
be  i^preciated  in  foreign  countries,  because  of  the 
undue  importance  ascribed  to  the  rates  of  foreign 
exchange.  The  financial  status  of  a  coimtry  is  cus- 
tomarily judged  by  the  rates  prevailing  in  other 
countries  for  its  exchange.  The  unfavorable  movement 
of  the  German  exchange  since  the  outbreak  of  the  war 
was  regarded  abroad  as  a  sign  of  weakness  in  Germany's 
financial  status.  Such  an  opinion,  however,  does  not 
pay  adequate  attention  to  the  various  causes  of  the 
decline  in  the  German  exchange  rates  in  foreign  coun- 
tries. It  must  be  considered  that,  like  all  other  Euro- 
pean coimtries  with  an  active  industrial  and  commercial 
life,  Germany  ahready  had  an  international  ''  debit " 
balance  of  trade  in  times  of  peace.  During  the  last 
five  years,  the  export  and  import  figures  compare  as 
follows:  — 

(Mmums  cf  Marks) 

1913      1912      1011     1010     1000 

Imports 10,770        10,602        9,706        8,034       8,527 

Exports 10,097         8,957        8,106        7,475       6,594 


Excess  of  imports  673  1,735        1,600        1,459        1,933 

It  will  be  seen  that  despite  considerably  increased 
export  figures  in  the  year  1913,  imports  still  exceeded 
exports  by  673  millions  of  marks.  The  fact  that  Ger- 
man exchange  was  nevertheless  quoted  abroad  at 
comparatively  favorable  rates  must  be  attributed  to  her 
invmble  balance  of  trade,  which,  in  addition  to  regular 
interest  and  profit  earnings  out  of  foreign  inv^tments^ 
consisted  mainly  of  the  enormous  amounts  due  for 
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freight,  mail  and  passenger  traffic  on  her  mercantile 
marine.  At  the  outbreak  of  the  war,  this  very  impor- 
tant item  of  Germany's  international  trade  balance  was 
at  once  wiped  out.  Moreover,  her  exports  decreased 
heavily,  while  she  was  still  dependent  upon  foreign 
nations  to  furnish  raw  products  and  materials  neces- 
sitated by  the  war.  Thus  her  indebtedness  to  foreign 
nations  was  constantly  increasing.  For  political 
reasons,  the  government  could  not  permit  gold  exports 
to  any  considerable  amoimt,  and  consequently  the  rates 
of  foreign  exchange  are  ruling  strong  in  the  German 
market.  Despite  these  facts,  however,  the  balance  of 
tradie  cannot  be  looked  upon  as  the  sole  cause  for  the 
important  rise  in  the  exchange  rates.  It  may  reasonably 
be  assumed  that  sentiment  has  influenced  the  situation 
to  a  certain  extent.  It  seems  that  in  neutral  coimtries, 
and  particularly  in  the  United  States,  which  is  at  present 
leading  in  the  international  money  market,  the  opinion 
and  the  belief  still  prevail  that  the  final  outcome  of  the 
European  war  will  be  in  favor  of  the  Allies.  This 
consideration,  tho  but  a  psychological  one,  plays  an 
important  part  in  the  fluctuations  of  the  rates  of  ex- 
change. Tbe  situation  should  not  be  underestimated, 
in  view  of  the  fact  that  the  credit  of  a  country  is  judged 
on  thb  basis  of  its  exchange  quotations.  If  the  bankers 
in  the  United  States  were  to  feel  thoroly  confident 
that  Germany  would  be  victorious,  the  low  rate  for 
German  exchange  would  certainly  induce  them  to  buy 
German  Reichsmarks,  which  in  turn  would  mean  an 
improvement  in  the  exchange  quotations.  It  is  neces- 
sary to  point  out  these  facts  in  order  to  explain  the 
apparent  inconsistency  between  the  above  description 
of  Germany's  financial  strength  and  the  opinion  thereof 
entertained  abroad.  If  in  foreign  countries  the  judg- 
ment of  Germany's  financial  status  is  a  matter  of  per- 
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sonal  sentiment  which  only  the  course  of  events  will 
rectify,  the  fact  remains  that  the  financial  measures 
here  described  produced  in  every  respect  the  desired 
effect  and  put  the  country  in  a  position  to  bear  the  bur- 
den of  the  terrible  stru^^e  with  comparative  comfort 
and  ease. 

We  believe,  in  conclusion,  that,  just  as  the  organi- 
zation of  the  Reichsbank  in  time  of  peace  has  already 
for  years  been  considered  a  model,  Germany's  financial 
measures  in  anticipation  of  this  war  and  brou^t 
about  by  it  will  also  set  a  standard  for  other  countries, 
if  events  of  such  weight  as  Europe  is  passing  through 
at  present  should  ever  occur  again. 

LuDWiG  Benddc. 
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APPENDIX 


Btatistics  on  Wab  Loan  Banks.    Ibsubs  of 

Dablehnskabsenbcheinb 

{In  miUUm  marks) 


In  the  Vaults  of 

Total  Amount 

1014 

InCirouUtiim 

iBBUed 

August 

7 

about   60 

10 

about      70 

« 

15 

«       97 

13 

110 

« 

22 

99 

31 

130 

« 

31 

173 

70 

243 

September   7 

«      150 

95 

«        245 

« 

16 

147 

108 

255 

« 

23 

143 

123 

266 

« 
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PROMOTION  AS  THE  CAUSE  OF  CRISES 

SUMMARY 

Two  groups  of  crisis  theories,  748.  —  Failures  the  chief  phenomena  in 
the  crisis,  749.  —  Promotion  activity  the  cause  of  prosperity,  7M.  — 
Relation  between  promotion  and  failures,  752.  —  Newly-promoted 
concerns  fail,  752.  —  Old  concerns  fail  because  of  competition  of  new, 
755.  —  All  kinds  fail  because  of  inability  to  cope  with  dynamic  condi- 
tions, 756.  —  The  part  of  credit  in  the  cyde,  761.  —  Exhaustion  of 
loanable  funds,  761.  —  Falling  reserve  ratios  or  falling  reserves,  762.  — 
Gold  movements  before  crises,  763.  —  Break  down  of  credit  not  the 
main  cause  of  crises,  764.  —  Crisis  failures  include  insolvent  as  well  as 
solvent  concerns,  765.  —  Promotion  the  cause  of  crises,  766. 

Theories  of  crises  may  be  divided  into  two  chief 
groups.  One  holds  that  industry  is  normally  in  a  con- 
dition of  stable  equilibrium  and  that  a  crisis  is  the 
disturbance  of  this  equilibrium  by  unpredictable  causes. 
The  second  maintains  that  industry  is  normally  un- 
stable and  that  its  equilibrium  is  eventually  ruptured 
by  steadily  operating  and  cumulative  forces.^  This 
article  falls  in  the  second  group.  It  will  attempt  to 
show  that  even  when  prosperity  is  not  interrupted  by 
extraneous  causes  such  as  natural  calamities  (crop  fail- 
ures, fires,  floods,  and  so  on)  or  by  political  disturbances, 
threats  of  war,  and  the  like,  active  promotion,  the 
cause  of  rising  prosperity,  still  sets  in  operation  forces 
which  lead  to  a  financial  crisis,  tend  to  check  promotion 
activity,  and  cause  a  return  to  a  condition  of  depression 
such  as  characterized  the  beginning  of  the  period. 

It  is  often  said  that  industrial  depression  and  financial 
disturbance  are  but  different  phases  of  a  given  situa- 

1  Jones,  Eoonomio  CriMB,  oh.  I,  gives  a  good  disouauoa  of  the  theories  of  indus- 
trial equilibrium;  of.  also  Taylor,  Kinetio  Theory  of  Crises,  UniTersity  of  Nebraska 
Studies,  January,  1904. 
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tion.^  But  just  how  the  depression  and  the  financial 
phenomena  are  related  remains  to  be  satisfactorily 
explained.  It  is  proposed,  as  just  stated,  to  show  that 
crisis  and  depression  are  the  logical  sequence  of  the 
business  activity  of  the  preceding  period.  Before 
entering  on  such  an  explanation,  it  is  necessary  to  make 
dear  the  essential  features  of  the  financial  crisis,  on  the 
one  hand,  and  of  the  industrial  depression,  on  the  other. 
The  financial  crisis,  I  maintain,  is  a  situation  in  which 
a  larger  number  than  usual  of  debtors  are  unable  to 
meet  their  obligations,  primarily  because  industry  and 
finance  have  failed  to  yield  returns  as  large  as  the 
estimates  upon  which  borrowings  or  subsequent  ex- 
penditxu-es  were  based,  and  secondarily  because  of  a 
contraction  of  credit.  Many  writers  are  inclined  to 
lay  sole  stress  upon  the  failure  of  firms  which  suspend 
because  they  cannot  obtain  the  customary  credit  accom- 
modations —  a  phenomenon  here  classed  as  secondary. 
While  such  failures  are  strikingly  prominent  and  very 
niunerous  during  panic  times,  it  should  be  recognized 
that  the  chief  f sdlures  are  those  of  genuinely  insolvent 
concerns  which  have  not  made  good  during  the  preced- 
ing period  of  rising  prosperity.  In  fact,  the  panic  stage 
is  very  often  precipitated  by  the  failure  of  a  prominent 
firm  or  firms.  The  crisis  of  1837  in  the  United  States 
was  preceded  by  failures  in  the  fall  of  1836  of  English 
firms  doing  business  with  this  country.  In  1857  the 
panic  began  with  the  failure  of  the  Ohio  Life  Insurance 
and  Trust  Company.  The  difficulties  of  1873  com- 
menced with  the  failure  of  the  New  York  Warehouse 
and  Security  Company  and  the  banking  house  of 
Kenyon,  Cox  &  Company.  In  1884  trouble  began  with 
the  failure  of  the  brokerage  firm  of  Grant  &  Ward  and 
the   Mercantile   National   Bank.     The   failure   that 

>  Cf.  TauBBic,  PrinoipleB  of  Eoonomioi,  vol.  i,  p.  400.     Hull,  Indiwtiial  Depro- 
■ioDB,  however,  aaya  there  is  no  relation  between  the  two. 


Digitized  by  LjOOQ IC 


750  QUARTERLY  JOURNAL  OF  ECONOMICS 

marked  the  turning  point  of  prosperity  in  1893  was  that 
of  the  Philadelphia  and  Reading  Railroad.  In  1907  one 
of  the  initial  episodes  was  the  failure  of  the  Mercantile 
National  Bank  owing  to  its  furtherance  of  copper 
enterprises  and  speculation. 

On  the  industrial  side  of  the  crisis  cycle  the  dominant 
factor  is  the  condition  of  promotion.^  If  many  new 
enterprises  are  being  started  the  increased  demand  for 
capital  goods  means  heavy  orders  placed  with  producers, 
a  greater  demand  for  labor,  enlarged  profits,  increased 
railway  earnings,  and  so  on.  The  increased  demand  for 
capital  goods  is  reenf orced  by  heavier  demands  for  oon- 
simiption  goods,  and  general  rising  prosperity  is  the 
result.  Good  times,  therefore,  are  due  to  the  investment 
of  the  social  savings.  If  investment  slows  up  all  the 
phenomena  of  business  depression  appear.  Professor 
Commons  *  says  that  "  over-production  "  is  mainly  the 
^'  imder-consimiption  "  of  wage  earners.  But  is  it  not 
more  nearly  the  case  to  say  that  "  over-production  "  is 
the  "  imder-consumption  "  of  investors  ? 

However  much  writers  disagree  as  to  what  causes  the 
transition  from  good  times  to  bad,  there  is  an  increasing 
unanimity  of  opinion  that  rising  prosperity  is  due  to 
promotion  activity,  and  depression  to  a  relative  inactiv- 
ity in  investment.  Taylor  brings  this  out  deariy  in  his 
chapters  on  crises  in  The  Credit  Systeniy  as  does  Mitchell 
in  Business  Cycles.^    Burton  ^  takes  a  similar  position. 

>  See  my  artiele,  **  Analyris  of  the  Oriflis  Cyde,"  in  JounuJ  of  Political  Economy, 
October,  1913.  >  Races  and  Immigrants,  pp.  16(^157. 

>  Profeaeor  Mitchell  and  I,  each  woiidng  independently,  have  reached  condnsioDs 
regarding  criaes  and  the  general  cyclical  movement  of  busineflB  which  are  in  sobetantial 
agreement.  Herecogniieethisinhisbook  (p.  003).  Under  date  of  May  8, 1913,  Pro- 
feaeor Mitchell  wrote  me:  *'  Ttom.  yqur  April  article  I  infer  that  we  have  stated  the 
problem  in  much  the  same  way,  applied  similar  methods  of  analysis,  and  reached  much 
the  same  results.  But  I  think  you  have  discovered  several  points  which  have  eacaped 
me,  and  that  you  will  find  the  interest  in  your  results  heightened  ratiier  than  HimiwiaiKMi 
by  the  appearance  of  my  book.  That  surely  ought  to  be  the  case.  If  you  and  I  ar« 
really  working  by  scientific  methods  our  investigations  ought  to  bring  us  out  at  the 
same  conclusions,  and  that  we  confirm  one  another  ought  to  be  a  matter  of  interest  to 
those  who  are  taking  economic  theory  with  seriousness." 

*  Crises  and  Detvessions,  p.  306. 
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He  says  that  the  unportant  feature  in  the  occurrence  of 
crises  and  periods  of  depression  "  is  the  increasing  pro- 
portion of  expenditures  in  preparation  for  increased 
production,  manifesting  itself  in  the  formation  and 
prosecution  of  new  enterprises  and  the  building  on  a 
large  scale  of  railroads,  ships,  and  factories,  and  the 
providing  of  other  means  to  meet  increased  demands. 
At  times  these  expenditures  for  increased  production 
attain  an  unusual  proportion  as  compared  with  the 
ordinary  expenditures  for  annual  consumption  or 
support."  Tougan-Baranowsky  ^  says:  ^'  Pendant  les 
phases  de  prosp^rit^,  on  cr6e  le  nouveau  capital  fixe  de 
la  soci^t^.  Toute  Tindustrie  sociale  prend  une  orienta- 
tion particulidre:  la  fabrication  des  moyens  de  produc- 
tion passe  au  premier  plan.  La  production  du  f er,  des 
machines,  des  instruments,  des  navires,  des  mat^riaux 
de  construction  devient  bien  plus  considerable  qu'aupa- 
ravant."  Two  writers  of  works  less  scientific  than  those 
above  cited  have  come  to  the  same  conclusion.  Hull  * 
states  that  ^'  what  we  call  booms  result  almost  entirely 
from  the  great  periodic  increase  in  the  volume  of  con- 
struction, and  what  we  call  industrial  depressions  result 
almost  entirely  from  the  great  f alling-ofif  in  the  volume 
of  construction."  Johannsen'  says:  "  An  augmenta- 
tion in  the  rate  of  new  constructions  brings  with  it  an 
augmentation  of  the  coimtry's  business  activity;  and 
an  increase  in  this  activity,  in  turn,  will  increase  the 
demand  for  new  constructions;  the  one  factor  con- 
stantly invigorating  the  other.  The  governing  factor, 
however,  and  the  one  that  starts  this  reciprocal  action, 
must  be  found  in  enterprise  and  new  constructions." 

But  what  is  the  relation  between  promotion,  the 
dominant  element  in  the  industrial  phase  of  the  crisis 

>  Let  Criaes  mdaatridln  en  Angleterre,  p.  271. 

>  Indoitrial  Depresnona,  p.  105. 

s  A  Nedeeted  Point  in  Conneetion  with  CrisM,  p.  7. 
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cycle,  and  failures,  the  essential  factor  in  the  financial 
phase  of  the  cycle  ?  An  answer  to  this  question  is  neces- 
sary before  a  working  theory  of  crises  can  be  said  to  be 
evolved.  It  is  not  enough  to  say  that  the  failures  are 
due  to  miscalculations  in  business.  That  does  not 
explain  why  there  should  be  more  miscalculations  at  one 
time  than  another;  nor  does  it  show  the  relation 
between  the  industrial  and  financial  phases  of  the  crisis. 
The  problem  put  in  another  form  is:  to  what  extent  has 
promotion  been  a  factor  in  bringing  about  these  extra 
f  ailiu'es  which  constitute  a  crisis  ? 

Analysis  of  any  crisis  situation  shows  that  the  two 
phenomena,  promotion  and  failures,  are  closely  related. 
Yet  the  relationship  is  more  complex^  than  writers 
admit  who  say  that  the  f  ailxu'es  are  due  merely  to  over- 
investment, or  improvident  investment,  or  ^diaustion 
of  capital,  or  some  one  factor.  Not  one  class,  but  a 
considerable  number  of  classes  of  failures  directly  or 
indirectly  connected  with  promotion  activity  may  be 
marked  out.  I  have  outlined  three  of  the  most  impor- 
tant. 

First,  there  are  the  failxu'es  of  the  newly-promoted 
concerns  because  of  miscalculations  in  promotion.  Here 
is  found  the  much-talked-of  anarchy  of  production. 
Investment  is  often  carried  too  far  in  a  given  line  and 
the  market  finally  becomes  overstocked  with  the  partic- 
ular commodity  or  service  produced  by  these  new  con- 
cerns. Or,  it  happens  that  promotion  is  premature; 
as  for  example  in  railway  building  before  our  crises  of 

>  F^esBor  TaoaBig,  PrincipleB  of  Eoonomioe,  yoI.  i,  pp.  410--411,  givw  reoognitaoii 
to  the  oomplezity  of  the  eruiB  ntiution.  He  saya:  "  In  sum,  the  caueee  of  industrial 
depreeaion  seem  to  be  reducible  to  varioua  kinds  of  maladjustment,  all  connected  with 
the  intricate  division  of  labor  and  the  long  stretch  from  production  to  consumption. 
There  is  likely  to  be  maladjustment  in  the  planning  of  some  paitioular  kind  of  capital.  — 
railways,  or  electric  enterprises,  or  textile  mills.  There  is  likely  to  be  maladjustment 
in  a  greater  addition  to  the  total  community's  capital  than  is  Justified  by  the  total  of 
its  available  savings.  There  is  excess  or  deficiency  in  the  stocks  of  dealers  and  middle- 
men. There  is  accentuation  of  the  whole  series  of  misfits  because  of  the  psyohologioai 
factor." 
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earlier  date.  While  the  capital  is  not  from  the  social 
standpoint  wasted^  yet  if  the  enterprises  in  question 
cannot  find  or  stimulate  enough  demand  for  their 
products  or  services  to  meet  their  obligations  they  must 
sooner  or  later  pass  into  receivers'  hands. 

The  tendency  for  investment  to  follow  a  single  line 
and  to  keep  up  until  that  line  is  greatly  overdone  is,  I 
believe,  more  characteristic  of  the  earlier  crises  than  of 
the  later  ones.  The  era  of  distinctive  railway  crises 
apparently  passed  away  with  the  crisis  of  1884.  The 
promotion  activity  preceding  the  European  crisis  of 
1900-01  and  the  world  crisis  of  1907  spread  out  over 
much  broader  fields  than  formerly,  resulting  in  propor- 
tionately less  overdoing  of  any  particular  line.  No  one 
kind  of  investment  was  conspicuous  in  either  case. 

A  study  of  the  lines  of  investment  followed  in  the 
last  twenty  or  thirty  years  convinces  one  that  invest- 
ment manias  are  still  present,  but  that  they  are  localized 
and  short-lived.  Russia  has  recently  had  a  more  pro- 
nounced railway  mania  than  any  other  country  except 
the  United  States.^  Germany  extended  her  electric 
lighting  system  by  leaps  and  bounds.'  The  boom  in 
bicycles  culminated  in  1896,  when  over  £17,000,000  of 
English  capital  went  to  cycle  companies,  as  contrasted 
with  £155,000  two  years  later.  In  the  United  States 
also  a  minor  bicycle  crisis  occurred  in  1896,  as  evi- 
denced by  the  failure  of  over  5  per  cent  of  all  manu- 
facturers and  dealers  in  cycles.'  Another  boom  occurred 
in  breweries  and  distilleries  when,  in  1894r-1906  inclu- 
sive, over  £88,000,000  of  EngUsh  capital  was  invested 
in  those  lines.  Of  this  amount  over  £54,000,000  was 
invested  during  the  three  years  1896,  1897,  and  1898. 

1  Raffalovioh,  Le  Marobfi  F!iianoier»  1899-09,  p.  435. 
>  London  Eoonomist,  1900,  p.  1072. 
*  Bradstnet's,  1897,  p.  354. 
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In  fact,  in  1898  breweries  and  distilleries  ranked  first 
among  English  industrial  undertakings.^  In  1902  and 
1903  there  was  a  boom  in  stores  and  trading  companies. 
In  1905  an  unusually  large  amount  of  English  capital 
went  to  build  railways  in  the  Americas,  especially  in 
Argentina,  and  in  India,  China,  and  Japan.  The  mania 
characteristics,  however,  have  been  more  pronounced  in 
mining  investment  than  in  most  other  lines.  In  1895 
occurred  the  boom  in  South  African  mining  shares.    In 

1896  the  Westralian  mining  mania  reached  its  height. 
In  a  single  month  —  April,  1896  —  eighty-one  Wes- 
tralian companies  were  launched.  Between  March  1, 
1894,  and  September  30,  1896,  no  fewer  than  731 
Westralian  gold-mining  companies  asked  British  inves- 
tors to  subscribe  an  aggregate  of  almost  £76,000,000.' 

Over-investment  or  partial  over-production,  always  an 
inadequate  explanation  of  the  great  mass  of  failures 
which  make  up  a  crisis,  is  surely  less  prominent  than 
formerly.  This  relative  absence  of  mania  in  promotion 
should  be  a  factor  in  reducing  the  severity  of  crises  and 
may  account  in  part  for  the  short-lived  effects  of  the 
crisis  of  1907.  Possibly  it  was  a  factor  also  in  prolong- 
ing the  period  of  prosperity  in  the  United  States  from 

1897  to  1907,  with  a  slight  interruption  m  1903,  —  a 
period  double  the  average  length  of  good  times  in  the 
past. 

Of  course  there  will  always  be  some  miscalculations 
in  investment.  Companies  are  formed  to  produce  new 
commodities.  There  is  no  possible  way  to  anticipate 
the  demand  for  an  unmarketed  commodity,  no  prece- 
dents of  demand  in  former  years  to  be  followed.  Neces- 
sarily, they  must  first  prepare  the  product  for  market 
and  trust  to  their  ability  to  stimulate  a  sufficient 

i  Journal  RofaI  SUtbtioal  Society,  v6L  Izi,  p.  146. 

>  Van  Cm  vrm  %  good  aooount  of  th«  boom  in  *'  Kaniwoot  **  in  Nineteenth 
Centuiy,  yoI.  id. 
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demand.  It  is  inevitable,  therefore,  that  losses  as  well 
as  gains  among  such  companies  should  be  great,  that 
much  capital  should  be  wholly  or  partially  wasted.  The 
losses  under  such  circumstances  cannot  be  due  to  a  lack 
of  managerial  ability,  since  the  complete  avoidance  of 
mistakes  in  investment  would  necessitate  more  than 
human  foresight.^  For  this  reason  the  proposed  social- 
istic oversight  of  investment,  or  any  other  plan,  would 
not  avail  to  protect  from  many  mistakes  in  promotion. 

A  second  class  of  failures  arises  from  the  competition 
of  the  newly-promoted  companies  with  old  concerns. 
The  newer  companies  have  the  advantage  of  freely 
introducing  the  latest  inventions  and  processes,  of 
locating  advantageously  with  reference  to  sources  of 
raw  materials  or  to  markets  and  the  like.  It  is  by  such 
competition  that,  as  Ely  says,'  the  minimum  expenses 
of  production  today  become  the  marginal  expenses  of 
production  tomorrow.  This  competition  works  hard- 
ship to  the  old  concerns,  yet  it  is  by  this  process  that  the 
consumer  receives  the  benefit  of  changes  in  the  course  of 
progress.  A  familiar  example  of  the  operation  of  the 
principle  is  the  construction  of  houses  for  hire  even  after 
a  city  has  a  large  number  of  imrented  houses;  because 
the  preference  of  renters  will  be  for  the  new,  modem 
houses.  It  will  be  the  owners  of  the  old  houses  and  not 
the  later  enterprisers  that  will  suffer  from  the  increased 
investment  in  rental  properties. 

Competition  of  new  concerns  with  the  established 
concerns  also  involves  more  than  stated  above.  Not 
only  is  there  competition  between  such  allied  lines  as 
electricity  and  gas,  cycles  and  automobiles,  phono- 
graphs and  pianolas,  but  between  automobiles  and 

1  JoDM  way  that  the  emtenoe  of  improperly  used  capital  indioates  a  lack  of  inan»- 
eerial  afaifity,  bat  that  ceneralisatioii  seems  too  broad.  It  woold  not  be  applicable  in 
this  case. 

>  Outlines  of  Eoonomics,  p.  174. 
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furniture,  phonc^raphs  and  sewing  machines,  and  so 
on.  The  organization  and  operation  of  new  companies 
involves  not  only  the  stimulation  of  demand  for  more 
commodities  but,  whenever  possible,  the  withdrawal  of 
draoand  from  old  lines  to  new.  There  is  a  Umit  to  the 
amount  of  goods  the  consumer  can  procure;  if  he  buys 
commodities  of  one  kind,  it  cuts  down  his  ability  to 
purchase  conunodities  of  other  sorts.^  The  placing  of 
new  or  additional  conunodities  on  the  market  un- 
doubtedly changes  the  currents  of  demand  and  it  is 
beyond  hmnan  powers  to  foresee  those  changes  — 
hence  miscalculations. 

In  the  third  class  of  failures  are  those  of  concerns 
which  have  been  unable  to  cope  with  the  rapid  changes 
in  the  cost  of  production  and  operation  so  characteristic 
of  a  prosperity  period.  The  producer  has  to  reckon  not 
only  with  rapid  changes  in  demand.  Even  when 
demand  is  sustained  or  increasing,  unforeseen  changes 
in  cost  of  production  often  result  in  fatal  miscalcula- 
tions. In  the  first  place,  the  increased  demand  for 
capital  goods  to  equip  the  new  concerns  upsets  com- 
pletely the  old  price  schedules,  since  it  means  heavy 
demands  for  some  conunodities,  such  as  coal  and  iron, 
and  little  or  no  increased  demand  for  other  less  general- 
ized commodities  that  do  not  enter  so  largely  into 
schemes  of  promotion.*  It  is  true  that  prices  are 
normally  dynamic;    yet   during  a  period  of  active 

>  Cf.  Pfttten*  The  Theory  of  Prosperity.  He  maintaint  th»t  the  downwmrd  ten- 
dency of  prices  M  due,  not  to  the  competition  of  producers,  but  to  the  power  of  substi- 
tution possessed  by  coDsumers.  If  the  neiriy  produced  commodities  satisfy  more 
intense  wants  than  the  old,  demand  is  transferred  from  the  old  to  the  new.  See  pp. 
70,71. 

^It  is  a  matter  of  great  importance  to  business,  not  that  promotion  activity  throng 
credit  expansion  causes  pricss  to  rise,  but  that  it  causes  such  unequal  rises.  This 
disturbance  in  the  fieid  of  production  is  a  more  important  feature  of  rising  prices,  I 
beliers,  than  is  the  changed  relation  between  debtor  and  creditor  given  so  much  atten- 
tion by  Professor  Fisher  and  others.  Compare  also  A.  S.  Johnson,  Introduetoty 
Economies,  p.  226:  '*  The  business  reUtions  most  seriously  disturbed  by  price  changes, 
however,  are  those  of  creditor  and  debtor." 
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promotion  price  fluctuations  are  greatly  accentuated.^ 
Table  I  gives  the  rise  of  prices  for  different  groups  of 
commodities  for  a  succession  of  prosperity  periods.  Not 
only  is  the  amount  of  rise  significant,  but  the  difference 
in  rise  between  different  groups  and  between  the  same 
group  of  commodities  in  the  several  periods  is  striking. 

TABLE  I« 

Resb  in  Pbices  of  Groups  of  CoiacoDinBa  m  the  Untebd 
States  bbfore  a  Crisis  (in  Pbrcbntageb) 


Before 

theCriait 

of 

Food 

GloChB 
•ad 

Fuel 
and 
light- 
ing 

Imple- 
ments 

Lumber 

and 
Build- 

riale 

House 
Fur- 
nishing 
Goods 

Misoel- 
laaeous 

All 
oom- 
modi- 

tiflS 

1848 

19.4 

1.1 

100.2 

16.2 

5.0 

3.5 

21.6 

13.1 

5.0 

1867 

48.6 

28.9 

35.2 

10.0 

17.4 

26.2 

25.7 

20.9 

14.7 

1873 

28.9 

23.6 

11.1 

13.1 

25.1 

5.9 

13.0 

13.4 

12.1 

1884 

21.7 

14.7 

24.5 

9.0 

21.2 

1.9 

4.2 

15.0 

11.9 

1893 

13.4 

.4 

10.6 

2.7 

1.5 

6.2 

5.6 

7.3 

2.5 

1003 

38.1 

17.0 

59.2 

57.5 

31.4 

31.6 

31.3 

25.2 

26.4 

1907 

10.0 

18.9 

4.8 

30.9 

21.0 

8.3 

8.6 

13.8 

14.6 

The  increased  demand  for  goods  to  further  promotion 
and  for  consmnption  means  also  an  increased  demand 
for  labor,  and  hence  an  upsetting  of  old  wage  scales.  It 
is  true  that  general  wages  do  not  rise  more  rapidly  than 

1  Contraots  for  produotton  ere  greatly  distiobed  by  theee  rapid  changes  in  price. 
Hull,  op.  eit.,  pp.  118-119,  says:  *'  We  have  known  of  iron-fumaoes  and  steel-works 
which  were  not  in  operation  when  the  boom  oommenoed«  and  in  consequence  made  no 
contracts  during  the  low-priced  period,  but  after  prices  had  advanced  largely  these 
plants  were  put  into  operation,  consequently  made  all  their  contracts  at  the  high 
prices,  and  were  thus  enabled  to  reap  large  profits.  On  the  other  hand,  we  have 
known  of  other  concerns  that  contracted  all  they  could  make  for  more  than  a  srear 
ahead  at  the  low  prices,  and,  before  they  were  able  to  fill  these  orders,  the  advance  in 
labor  and  raw  materials  so  enhanced  the  cost  of  manufacture  that  the  boom  brought 
them  out  with  a  loss.  For  this  reason,  the  profits  of  the  producers  of  construction 
materials  during  a  boom  are,  as  a  rule,  very  disappointing/' 

*  Computed  from  the  Bureau  of  Labor's  Relative  Wholesale  Prices  of  Commodi- 
ties. The  figures  represent  not  the  average  yearly  rise,  but  the  difference  between  the 
lowest  and  highest  prices  of  the  period. 
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prices.  Much  has  been  written  regarding  the  inertia  of 
wages.  Professor  Ck>mmons  even  evolves  a  crisis 
theory  from  the  wage  situation.  He  says  that  immigra- 
tion and  the  tariff  together  prevent  wages  from  rising 
as  rapidly  as  the  prices  of  commodities;  thus  profits 
expand.  The  enormous  mcrease  in  profits  stimulates 
production  until  over-production  results,  and  so  on.^ 
But  the  individual  producer  is  not  concerned  with 
general  wages  any  more  than  with  general  prices.  He 
is  interested  only  in  the  rate  of  wages  he  himself  is 
obliged  to  pay.  While  the  wages  of  some  kinds  of  labor 
rise  slowly,  the  wages  of  other  kinds  of  labor  rise 
rapidly  —  even  more  rapidly  than  do  prices.  The 
result  is  that  many  employers  of  labor  find  it  increas- 
ingly difficult  to  secure  the  necessary  wages  fimd. 

According  to  the  United  States  Bureau  of  Labor  full- 
time  weekly  earnings  from  1900  to  1907  advanced  17.6 
per  cent;  and  prices  during  the  same  period  rose  17.2 
per  cent,  or  practically  to  the  same  extent  as  wages. 
But  when  wage  changes  in  particular  industries  are 
examined,^  it  is  found  that  the  rise  in  hourly  wages  for 
the  same  period,  1900-1907,  varied  from  6  per  cent  to 
44  per  cent.  Out  of  the  41  industries  ^en,  28  show  a 
higher  rise  than  the  general  average  of  17.6  per  cent, 
and  13  fall  below  the  general  average.  \^thin  partic- 
ular industries  even  wider  wage  fluctuations  occur. 
For  example,  in  a  typical  New  England  cotton  mill  the 
extreme  variations  in  wages  in  1910  as  compared  with 
1898  were,  on  the  one  hand,  a  falling  off  of  18  per  cent 
in  the  hourly  earnings  of  oilers  in  the  spinning  depart- 
ment, and,  on  the  other  hand,  an  increase  of  66  per  cent 
in  the  wages  of  spoolers.  The  rapidly  changing  wage 
scales  in  every  line  undoubtedly  is  a  very  important 

>  Races  and  Immigrants,  pp.  156-157. 

*  InTQttication  of  Wac«  and  FkioeB,  vol  i,  p.  58.  in  Senate  Dooomeota,  t«L  O. 
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factor  in  producing  the  miscalculations  which  occur 
during  the  periods  of  business  activity.^ 

Another  element  in  the  cost  of  production  —  the  rate 
of  interest  —  is  also  subject  to  extreme  fluctuations. 
Rromotion  activity  calls  for  heavy  loans  to  finance  the 
new  companies,  and  the  resulting  increase  in  production 
requires  a  corresponding  increase  in  conunercial  loans. 
Active  speculation  during  the  period  of  prosperity  is 
also  an  important  factor  in  increasing  the  demand  for 
loans.  The  outcome  is  that  interest  rates  are  much 
higher  during  a  period  of  active  investment  than  when 
promotion  is  relatively  inactive.  For  example,  putting 
it  on  an  index  number  basis,  the  average  yearly  rate  of 
the  Bank  of  England  was  127  during  the  three  periods 
of  active  promotion  outlined  in  Table  II,  as  compared 
with  100  during  the  three  periods  when  promotion  had 
declined. 

TABLE  n 

DiBCOTTNT  RaTB  GT  THB  BaNK  OT  ENGLAND 


PonoQ 

AYmceYeitttyRmtes 

1872-74 

4.78 

Active 

1875-79 

3.36 

Inaotiye 

1880-82 

3.80 

Active 

1883-87 

3.08 

Inactive 

1888-90 

3.80 

Active 

1891-95 

2.65 

Inactive 

>  BCitohiaU  in  his  excdlant  book,  BuainflM  Cydes,  dwoniww  Abo  the  deterioration 
d  the  quality  d  bibor.  In  the  induatriee  that  find  it  neoeHary  to  work  their  em- 
ployes overtime,  fatigue  leeeene  the  efficiency  of  the  laborers.  The  u*eMUce  of  orden 
abo  makes  the  employer  willing  to  add  to  the  labor  f  oroe  any  help  that  may  be  available 
even  altho  the  efficiency  of  such  help  may  be  far  below  the  average.  *'  Where  humani* 
tarian  motives  are  not  allowed  to  interfere  with  business  policy,  the  less  efficient 
employes  are  the  first  to  be  discharged  after  a  crisis.  Hence  the  rdatiyely  small 
working  foroes  of  depression  are  the  picked  troops  of  the  industrial  army.  When  a 
revival  has  grown  into  full  prosperity,  on  the  contrary,  employers  are  constrained  to 
accept  any  help  to  be  had.  They  must  take  on  men  who  are  too  old,  and  boys  who 
are  too  young,  men  of  irregular  habits,  men  prone  to  malinger,  even  the  chronie  'trouble 
makers/  Raw  recruits  of  all  sorts  must  be  enlistjed  and  trained  in  a  hurry  at  the 
emplosrer's  expense.  A  deterioration  in  the  average  efficiency  of  the  working  foroes 
inevitably  follows  "  (p.  477). 

t  Computed  from  figures  given  by  De  Greef,  Le  Cr6dit  Commercial  et  la  Banque 
Nationale  de  Belgique,  pp.  40fr^i06. 

*  Evidenced  by  the  applications  for  capital  in  the  London  market. 
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The  total  effect  of  promotion  activity  is,  therefore,  to 
cause  rapid  changes  in  particular  prices,  in  particular 
wages,  and  in  rates  of  interest.  For  this  reason  all 
industries,  new  and  old  alike,  are  placed  upon  an  in- 
creasingly speculative  basis.  It  is  inevitable  that  many 
should  fail;  not  merely  because  of  a  lack  of  business 
ability,  altho,  of  course,  the  incompetent  are  rapidly 
weeded  out,  but  because  of  the  general  upheaval  in  costs 
of  production  produced  by  promotion.  Most  writers  on 
crisis  subjects  direct  all  their  attention  to  the  naiare  of 
investment.  They  overlook  altogether  the  great  dis- 
turbance of  the  industrial  equilibrium  from  the  process 
of  investment.  So  important  is  the  latter  factor,  I  hold, 
that  if  aU  investment  should  be  judiciously  made,  and 
if  it  turned  out  ultimately  that  th^re  had  been  no  wast- 
ing of  capital  or  overcrowding  of  particular  industries, 
crises  nevertheless  would  not  be  eliminated. 

To  the  three  major  causes  of  industrial  disturbance 
described  above  —  miscalculations  in  investment,  in- 
creased competition  from  the  newly  organized  con- 
cerns, and  the  disturbance  to  industry  resulting  from 
the  rapid  and  unequal  changes  in  costs  of  production 
and  operation — might  be  added  a  considerable  num- 
ber of  other  factors  of  lesser  importance,  which  play  a 
part  in  producing  the  esctra  failures  in  business  which 
constitute  a  crisis.  Among  these  are  speculation  on  the 
exchanges,  and  in  land,  the  general  laxity  of  business 
methods  and  morals  characteristic  of  a  period  of  pro- 
longed prosperity,  extravagence,  lack  of  adequate  capi- 
tal, and  so  on.  But  it  is  not  necessary  for  the  present 
purpose  to  enter  into  these.  All  the  above-mentioned 
phenomena  together  account  for  the  fact  that  as  time 
passes,  there  is  an  increasing  number  of  enterprisers 
who  find  that  their  profits  are  dwindling,  and  the  number 
of  firms  failing  becomes  larger  than  usual,  altho  the 
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majority,  up  to  the  very  time  that  the  extra  failures 
be|^,  may  still  be  enjoying  great  prosperity.  As  the 
difficulties  of  the  minority  increase,  confidence  in  the 
future,  which  is  necessary  to  maintain  investment 
activity,  is  graduaUy  undermined  and  investment  slows 
up.  With  the  stoppage  of  investment  the  demand  for 
promotion  commodities  falls  off  sharply,  distrust  of 
the  future  becomes  widespread,  the  demand  for  all 
commodities  decreases  and  depression  in  business 
becomes  general.  This  is  the  typical  transition  from 
prosperity  to  depression. 

What  part  does  credit  play  in  the  cycle?  It  is 
affected  by  prosperity  in  various  ways. 

In  the  first  place,  investment  tends  to  exhaust  the 
loanable  funds  of  a  country.  Perhaps  it  w6uld  be  more 
accurate  to  say  that  investment  and  the  i^>eculation 
which  accompanies  promotion  together  tend  to  exhaust 
a  country's  loan  fund.  As  the  prosperity  period 
advances,  an  increasing  proportion  of  the  available 
funds  is  devoted  to  speculative  purposes,  so  that  new 
enterprises  find  it  increasingly  difficult  to  secure  loans 
and  even  established  business  complains  of  the  diffi- 
culty in  securing  legitimate  credit  accommodations. 
The  expanded  condition  of  bank  loans  is  evidenced  by 
the  falling  ratio  of  reserves  to  deposits,  since  deposits 
originate  chiefly  from  loans.  Almost  every  crisis  is 
preceded  by  a  fall  in  the  reserve  ratio. 

Central  banks  often  find  themselves  confronted  not 
only  by  a  falling  reserve  ratio  but  also  by  an  actual 
decline  in  cash  holdings.  Increased  business  activity  a 
country  over  requires  larger  cash  holdings  by  the 
country  banks  for  reserve  purposes  and  increases  the 
demand  for  currency  in  convenient  form.  These 
demands  are  met  by  a  lowering  of  the  reserves  of  the 
banks  in  the  financial  centers. 
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It  often  happens  that  the  total  reserves  of  a  particular 
country  are  depleted  by  the  e3cportation  of  gold.  Pro- 
motion activity  and  general  prosperity  play  a  part  in 
this  e3qx>rtation  because  they  increase  enormously  the 
demand  for  goods  thus  creating  through  the  expansion 
of  credit  a  relatively  high  price  level.  High  prices  in 
turn  encourage  imports  and  discourage  exports  and  help 
to  create  an  unfavorable  exchange.  The  country  with 
the  relatively  high  price  level  loses  its  gold.  These 
conditions  are  illustrated  in  Tables  III  and  IV. 


TABLE  in 

Dates  of  Low  Rbbbrybs  and  of  Low  Rbsbbvx  Ratio6 

BBFOBB 

Cbibbs 

Crida 

Bamx  op  BwaLANDl 
Dat«.ol 

LowReseiTV 
Low  RflMnre           Ratio 

All  Cgmmmbcul  Baitu  op  thb 

UmITBD  SriLTMH 

Data  of 

LowRMrre 
Crini         LowR«Mrv«               BalJo 

1847 

1846           1845  and 
1846 

1857 

1856               1856 

1866 

1864  and        1864  and 
1865               1865 

1873 

1872               1872 

1883 

1881  and        1880, 1881, 
1882           and  1882 

1884 

1882 

1881, 1882, 
and  1883 

1890 

1888  and        1888  and 

1893 

1890  and 

1890ai][d 

1889               1889 

1891 

1891 

1900 

1898  and        1898  and 
1899               1899 

1903 

Larger 

1899-1902 

1907 

1906               1906 

1907 

Larger     1905  and  1906 

>  Compi]«d  from  Statistics  for  Great  Britain,  Qormaiiy,  and  France,  pp.  82,  8S, 
prepared  by  the  National  Monetary  Commission. 

*  Compiled  from  Andrews'  Statistics  for  the  United  States,  pp.  83,  36. 


Digitized  by  LjOOQ IC 


PROMOTION  A3  THE  CAUSE  OF  CRISES 


763 


TABLE  IV 

Gold  Motxiontb  Bbfobb  Cbibes  in  England  and  thk 
Unitbd  States 


Enolakp' 
,  (GoldbNoniisUyliiipoctod) 

1806  Imports  feU  ofif  slightly  in 
1863  and  1864;  were 
larger  in  1865. 

1873  Falling  off  of  imports  in 
1871;  excess  of  exports 
in  1872. 


Large  excess  of  exports  in 
1879, 1880,  and  1881. 


1890    Small  imports  in  1887  and 
1888. 


1900    Large  imports. 


1907    Imports  below  average  in 
1903, 1904,  and  1906* 


CrUs 


Umitbd  Svatbs* 


1884  (Period    Imports  fell  off  in 

of  excess  of       1881,  excess  of 

imports.)        exports  in  1882, 

small  imports  in 


1893  (Period  Excess  of  exports 

of  excess  of  was     large     in 

exports.)  1891  and  1892. 

1903  (Period  Excess  of  exports 

of  excess  of  in   1901,   small 

imports.)  imports  in  1902. 

1907  (Period  Exports  in  1904, 

of  excess  of  small  imports  in 

imports.)  1905,  very  large 

imports  in  1906. 


>  Compiled  from  National  Monetary  Commiasion'a  Statiatioe  for  Great  Britain, 
Germany,  and  France,  p.  60. 

s  Compiled  from  Andrew**  Statistioe  for  the  United  States,  p.  11. 
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But  the  usual  disturbance  or  breaking  down  of  the 
credit  mechanism  is  not,  as  some  maintain,  the  main 
cause  or  even  a  necessary  feature  of  the  crisis.^  For 
crises  have  occurred  when  banking  reserves  were  quite 
in  normal  condition,  as,  for  example,  before  the  crisis  of 
1893  in  the  United  States.  The  year  1892  was  one  of 
low  interest  rates  the  world  over.  The  average  rate  for 
that  year  for  the  Bank  of  England  was  2.54;  for  the 
Bank  of  France  2.66;  for  the  German  Reichsbank  3.20; 
for  the  Bank  of  Spain  2.70;  and  for  the  Bank  of  Bel- 
gium 2.70.^  In  the  United  States  the  ratio  of  reserves 
to  deposit  liabilities  for  the  country  as  a  whole  was  16.6 
per  cent  in  May,  1891,  18.4  per  cent  in  1892,  and  16.9 
per  cent  in  1893.  Interest  rates  ware  also  low  in  the 
United  States  in  1892,  thus  showing  that  loans  were  not 
demanded  in  excess  of  the  funds  available.  This  situa- 
tion, it  is  true,  is  in  strong  contrast  to  many  pre-crisis 
situations  in  which  credit  has  been  expanded  to  the 
uttermost.' 

There  is  always  a  contraction  of  credit  after  the  crisis 
begins,  because  the  loss  of  confidence  in  the  future  which 
stops  investment  activity  also  causes  a  contraction  of 
credit  since  confidence  is  the  foundation  of  aU  credit. 
But  loanable  funds  are  not  always  scarce  before  the 

1  Cf .  Fkher,  Why  is  the  Dollar  Shrinkins  7  pp.  7^-80.  Tougan-BamumBky. 
op.  dt.,  p.  265,  way:  *'  Lonque  le  capital  empnmtable  cat  en  abondance,  il  n*sr  a 
jamais  de  orise  finanoMre.*'  Hadley,  Eoonomios,  p.  205,  says:  **  The  aeoepted  view 
of  the  phenomena  of  oommeroial  crises  makes  them  the  result  of  contractions  in  credit 
of  the  kind  described  in  chapter  viii.'* 

Patron,  The  Bank  of  France  in  its  Relation  to  National  and  International  Credit, 
pp.  116-117,  takes  the  sounder  position  that  "  The  monetary  crisis  itself  is  almoat 
always  only  an  episode  of  the  general  crisis.  The  former  has  too  often  been  orone- 
ously  considered  as  the  cause  of  the  latter.  On  this  false  notion  was  bssed  the  bsak 
Charter  Act  of  1844.'*  Leroy-Beaulieu,  Eoonomiste  Fran^ais,  November  30,  1907, 
p.  766  (also  cited  by  Patron)  speaking  of  the  crisis  of  1007  in  the  United  States  says: 
"  As  to  the  lack  of  money,  and  the  defective  organisation  of  national  banks,  they  hav« 
been  merely  accessory,  and  have  played  no  part  until  after  the  crisis  had  begun;  they 
may  have  somewhat  intensified  it  and  widened  its  soope,  but  they  remain  only  secondary 
elements.** 

*  De  Greef,  op.  dt. 

*  Cf.  Sprague,  History  of  Crises,  pp.  100-162. 
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crisis.  If  currency  systems  should  be  rendered  so  elastic 
that  no  failures  ever  occurred  because  of  the  inability 
to  receive  legitimate  credit  accommodations;  crises 
would  be  less  severe,  undoubtedly,  but  no  less  genuine. 
For  the  reasons  outlined  above,  there  would  still  be 
years  in  which  failures  were  heavier  than  usual,  accom- 
panied or  followed  by  a  decline  in  promotion  activity. 
The  contraction  of  credit  is  merely  the  last  straw  to  the 
many  firms  on  the  verge  of  bankruptcy  and  their  failures 
follow  in  rapid  succession.  In  addition,  many  firms 
whose  assets  are  unquestionably  adequate  but  not 
readily  convertible  into  liquid  form  go  down  in  the 
general  crash. 

Jones  ^  says  that  '^  A  crisis  is  the  sudden  application 
of  a  critical  conservatism  to  business  transactions,  lead- 
ing to  such  a  demand  for  liquidation  as  to  cause  a 
widespread  inability  among  business  men  to  meet  their 
obligations."  But  I  would  put  it  just  the  opposite  way: 
that  in  a  genuine  crisis  it  is  the  recognition  of  a  wide- 
spread inability  among  business  men  to  meet  their 
obligations  which  causes  the  sudden  explication  of  a 
critical  conservatism  to  business  transactions  and  the 
general  demand  for  liquidation.  This  conservatism  in 
turn  intensifies  the  difficulties  of  those  in  trouble  and 
places  additional  firms  in  a  precarious  condition  solely 
because  of  their  inability  to  obtain  customary  credit 
acconunodations. 

That  during  the  crisis  year  there  are  failures  of  con- 
cerns with  more  adequate  assets  than  usual  is  shown  by 
the  rise  at  those  times  in  the  proportion  of  assets  to 
liabilities  of  failed  concerns.  On  the  average  of  the  32 
years,  1881-1912,  the  percentage  of  assets  to  liabilities 
of  failed  concerns  is  52.5;  but  during  the  crisis  years 
1884,    1893,    1903,   and   1907,   the  percentages   rose 

>  Eoonomic  CtiatB,  pp.  3-4. 
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respectively  to  54.0,  60.6,  54.5,  and  75.0.^  But  that  the 
failures  of  the  crists  year  include  as  well  an  increased 
number  of  genuinely  insolvent  concerns  is  shown  by 
the  rise  of  net  liabilities  of  failed  concerns,  that  is,  by 
the  greater  excess  of  total  liabilities  of  failed  firms 
over  total  assets  in  crisis  years  as  compared  with  other 
years. 

The  occasion  of  the  acute  stage  of  the  crisis,  as  distinct 
from  the  causCj  is  therefore  the  loss  of  confidence  in  the 
course  of  future  enterprise.  This  psychological  factor 
is  manifest  in  every  field  of  industry  and  finance.  It  is 
shown,  as  noted  above,  in  the  contraction  of  credit.  It 
leads  to  unwarranted  declines  in  the  prices  of  stocks. 
If  promotion  has  not  already  slowed  up  owing  to.  the 
exhaustion  of  loanable  funds  or  unwillingness  of  inves- 
tors to  buy  so  many  speculative  stocks,  loss  of  confi- 
dence is  an  effective  check  to  further  investment 
activity  and  the  demand  for  capital  goods  at  once  faUs 
off.  The  loss  of  confidence  also  leads  immediately  to 
increased  economies  in  consumption,  so  that  the  demand 
for  consumption  goods  likewise  falls  off  sharply.  Re- 
trenchment in  every  direction  follows. 

The  caiLse  of  the  crisis,  as  distinguished  from  the 
occasion,  is  the  disturbance  of  the  industrial  equilibrium 
which  results  from  the  investment  of  social  savings. 
Crises  are  therefore  more  severe  in  countries  where 
savings  or  borrowings  are  great  and  investment  pro- 
ceeds rapidly.  Those  who  see  in  crises  a  punishment  for 
over-speculation,  or  for  over-production,*  or,  as  stated 
above,  for  a  period  of  industrial  debauch,  are  attaching 
prime  importance  to  phenomena  of  secondary  signifi- 

1  I  have  worked  out  ihme  figures  with  care,  bat  qiare  the  reader  the  detaila. 

*  ProfeBsor  FairohUd,  Amerioan  Eoonomio  Review,  December,  1911.  pp.  758-750, 
■peaking  of  the  underlying  caueee  of  oiaee  in  this  country,  aaya:  *'  These  are  fairly 
well  understood  at  the  present  time.  A  typical  crisiB  may  be  said  to  be  caused  by 
speoulatiye  orer-produotion,  or  OTer-speeulative  production.*' 
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cance.  They  have  a  viewpoint  analogouB  to  those  who 
see  in  the  operations  of  stock  and  produce  exchanges 
nothing  but  manipulation,  fraud,  and  gambling.  It  is 
true  that  promotion  activity  is  accompanied  by  excesses 
of  this  kind  which  undoubtedly  mcrease  the  severity  of 
a  crisis.  But  the  aim  should  be  to  eliminate  these 
excesses,  not  by  discouraging  the  activity  of  the  entre- 
preneurs,^ as  sometimes  suggested,  and  thus  checking 
progress,  but  by  other  means.  Looking  back  over  the 
series  of  crisis  cycles  and  reviewing  the  great  changes 
mtroduced  during  the  successive  periods  of  investment, 
it  appears  that  railway  mileage  was  mcreased  and  street 
car  service  expanded,  that  factories  were  buUt,  public 
works  erected,  new  mines  opened,  irrigated  lands  in- 
creased, new  homes  erected  everjrwhere.  Such  things 
constitute  material  progress.  Crises  are  the  price  of 
progress.  The  more  rapid  the  progress,  the  more 
severe  the  crises. 

Minnie  Throop  England. 
IJNiVEiuuTr  OF  Nkbsaska. 


Profeaior  Fairohild,  op.  dt.,  p.  761,  says:  *'  What  is  needed  is  some  cbeok  on  the 
unwarranted  aothdty  of  the  entrapreneun,  which  will  make  them  stop  and  consider 
whether  the  apparently  bright  business  outlook  rests  on  sound  and  permanent  condi- 
tions, or  is  illusory  and  transient." 


Digitized  by  LjOOQ IC 


CAPITAL  INVESTMENTS  AND  TRADE 

BALANCES  WITHIN  THE  BRITISH 

EMPIRE 

SUMMARY 

Intaroductory.  Effects  of  inteniational  lending  and  boirowing  on 
imports  and  exports,  769.  —  I.  British  India.  The  debit  and  credit 
items,  770.  —  Tabular  statements,  772.  —  Foreign  cajutal  investments 
and  interest  charges,  775.  —  Obvious  gain  from  productive  investments, 
779.  —  II.  Canada's  heavy  borrowings,  780.  —  Halt  in  1914,  783.  — 
Exports  and  imports,  785.  —  **  Invisible  **  items,  786.  —  Approximate 
balance  sheet,  790.  —  Imports  from  United  States,  791. 

Evidence  abounds  that  the  dictum  of  Sir  Robert 
Giffen  that  *'  the '  balance  of  trade '  and  '  the  excess  of 
imports  over  exports '  are  pitfalls  for  the  amateur  and 
unwary  "  has  lost  little  of  its  pertinency.  Recognizing 
alike  the  plausibility  of  the  '^  favorable  balance  "  doc- 
trine and  its  widespread  popular  acceptance,  the  writer 
feels  that  it  may  be  of  interest  to  attempt  an  analysis  of 
the  trade  balances  of  certain  countries. 

In  this  study,  restricted  to  a  survey  of  conditions 
within  the  Britidi  Empire,  the  endeavor  will  be  made  to 
apply  deductively  to  a  few  individual  countries  the 
gen^^y  accepted  propositions  relating  to  the  connec- 
tion between  capital  investments  and  foreign  trade  con- 
ditions. In  the  interest  of  clearness  let  us  summarize 
these  principles.^ 

Generally  speaking,  those  countries  of  the  world 
which  have  an  excess  of  merchandise  imports  over 

>  A  oomprehenave  statement  on  this  question  is  contained  in  The  Trade  Balance 
of  the  United  Statee,  by  Sir  QeoKie  Paiah  (in  the  U.  S.  National  Monetary  Conunianon 
Publicationa). 

768 
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merchandise  exports  are  the  capital  lending  countries, 
whereas  those  whose  e3cports  exceed  imports  are  the 
borrowing  countries.  This  is  so,  because  the  lending 
country  must  secure  payment,  in  the  guise  of  imports, 
not  only  for  its  merchandise  exports  but  also  for  the 
interest  upon  its  capital  invested  abroad  in  earlier  years. 
Similarly,  if  we  exclude  other  factors  from  considera- 
tion, the  capital-borrowing  country  must  export  more 
goods  than  it  imports  in  order  to  offset  the  merchandise 
imported  as  well  as  to  meet  the  interest  charges  upon 
the  capital  which  it  has  previously  borrowed.  True, 
during  the  early  stages  of  capital  investment  the  lending 
coimtry  will  normally  show  an  excess  of  exports.  Were 
these  capital  investments  to  extend  over  one  year  only, 
the  excess  of  merchandise  exports  of  the  lending  country 
during  the  period  in  question  would  approximately 
measure  the  amoimt  of  the  capital  loaned  abroad.  As 
time  elapses,  however,  the  total  capital  invested  in  other 
countries  increases,  altho  at  a  diminishing  percentage 
rate,  while  at  the  same  time  the  annual  interest  charges 
owed  to  the  creditor  nation  show  a  more  than  corres- 
ponding percentage  increase.  Eventually  the  time  will 
arrive  when  the  annual  payments  which  the  lending 
country  receives  as  interest  on  its  foreign  investments 
will  exceed  the  new  and  additional  capital  which  it  may 
lend  each  year.  The  same  reasoning  may  be  employed 
to  show  that  the  borrowing  country,  during  the  early 
stages,  will  normally  import  a  larger  amount  of  mer- 
chandise than  will  be  exported,  and  that  here  too  the 
passing  of  time  brings  in  its  wake  a  change  in  the  trade 
balance.  Ultimately  the  annual  interest  payments  of 
the  borrowing  country  on  account  of  capital  previously 
obtained  will  surpass  in  amount  the  new  capital  which 
it  borrows  in  each  year.  Thus  in  the  end,  its  merchan- 
dise exports  will  overtake  and  then  exceed  its  imports. 
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It  18  obvious  on  refleetkm  Uiat  any  natkm  may  in 
time  change  fiom  the  poaticMi  of  a  "  net "  botrower  to 
thatofa^nefkoder.  The  United  States  will  serve  to 
iUostnite  the  possible  transition.  As  is  well  known,  its 
r^ular  merchandise  mxpori  ezeess  down  to  1873  was 
attribatable  chiefly  to  its  heavy  annual  borrowings. 
The  annual  eqxxrt  balances  snce  that  year  aire  laigdy 
explained  as  the  result  of  heavy  annual  payments  of 
interest  and  dividends  on  eariier  boirovrings.  In  leooit 
years,  however,  the  United  States  has  shown  signs  of  a 
new  possible  turn  of  the  balance  resulting  from  her  in- 
creasing capital  investments  in  foreign  countries.^  It  is 
quite  possible  that  in  a  not  distant  future  the  United 
States  may  find  ha^sdf  a  '^  net "  lender  and  that  her 
merchandise  balance  will  reflect  this,  both  immediatdy 
and  at  a  later  date  whrai  the  volume  of  her  "  net " 
interest  and  dividend  receipts  will  reach  and  pass  the 
volume  of  her  annual  new ''  net "  lendings. 

I.  Bbttish  India 

In  applying  these  principles  to  the  foreign  trade  con- 
ditions of  various  countries  within  the  British  Empire, 
India,  because  of  her  commercial  importance,  will  be 
considered  first.  The  various  items  which  must  be 
taken  into  accoimt  in  making  up  India's  balance  of 
international  debits  and  credits  are  as  follows:  — 


^  It  is  csfimated  hf  Profenor  W.  Z.  Bifkv  (N.  T.  Joonal  d  Gommflree,  1 
e,  1911)  that  during  tha  ten  ywn  endinc  in  1900,  apprazimataly  $260,000,000  of  the 
■eeuritaM  of  nina  Amacioan  railroads  were  retnmad  to  this  ooimtiy  from  Europe.  In 
18M  a  lai«B  part  of  the  4  per  cent  bond  lamiea  of  oertain  Swiae  dtiea  wae  aabaoribed 
by  two  Ameriimn  inauranee  eompanifa.  The  divenion  of  oonaidarable  Ameriean  capital 
into  the  oonatmotion  of  London  tube  raQwaya,  the  flotation  of  Japanese  and  ChuMsa 
loansinthiseottntrytandtheeatablMhnHmtof  AnwirioanbianehbanksinSoiith  Am»i^ 
bear  witness  to  this  growing  tendenoy  of  American  eapital  to  seek  inrestment  abroad. 
In  191 1  it  was  stated  in  the  New  York  Joomal  of  Commeroe  that  Amerioan  inTestmants 
in  Mexioo  aggregated  aboat  $700,000,000.  In  the  opinion  of  Sir  Edmund  Walksr, 
unoffidaUy  stated,  the  indebtedness  of  Canada  to  the  United  States  amounted  in  1014 
to  over  $500,000,000. 
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1.  Merchandise  imports  and  exports.  To  these  the 
position  of  first  importance  must  naturally  be  given. 

2.  Payments  to  foreign  shipping  interests.  As  is  well 
known,  India  is  forced  to  meet  heavy  charges  on  ac- 
count of  the  transportation  of  her  goods  in  foreign 
bottoms,  since  there  are  practically  no  India-owned 
steamships.  Inasmuch,  however,  as  these  charges  are 
for  the  most  part  included  in  the  declared  figures  for 
imports,  it  is  to  that  eirtent  unnecessary  to  make  any 
further  allowance  for  them.  After  making  reasonable 
adjustments  between  shipping  debits  against  India  and 
certain  credits  in  favor  of  that  country  on  account  of 
port  and  pilotage  dues,  cost  of  coal  and  stores  piurchased 
in  India,  wages  of  the  crew  spent  in  India,  etc.,  it  is 
probable  that  the  net  result  is  a  minor  debit  against 
India  of  not  less  than  £33,000,  over  and  above  the 
amount  for  freight  actually  included  in  the  values 
recorded  for  imports.^ 

3.  Investments  of  foreign  capital  in  India  and  the 
payment  of  interest  charges  by  India. 

4.  Other  debits  against  India  include  various  miscel- 
laneous charges  for  the  use  of  foreign  capital  or  credit, 
by  way  of  commission,  premimns  of  insurance,  remit- 
tances to  England  on  private  account,  as  for  example  on 
behalf  of  Indians  residing  in  England. 

5.  On  the  other  side  will  occur  a  corresponding  credit 
to  India  on  account  of  income  remittances  from  Eng- 
land (or  elsewhere  abroad)  to  persons  resident  in  India, 
such  as  British  officers  in  enjoyment  of  independent 
incomes. 

6.  Private  remittances  of  securities.  The  e£fect  of 
this  item  is  similar  to  that  of  number  three. 

7.  Private  imports  and  exports  of  the  precious  metals. 
In  striking  the  balance  of  accounts  these  should  be 

1  Report  for  lOlS-U  of  Controller  of  Currency  for  India,  p.  65. 
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treated  as  imports  and  exports  of  other  commodities  oa 
private  account. 

8.  The  transactions  of  the  Indian  government, 
whether  in  the  form  of  loans,  remittances  of  interest, 
imports  and  exports  of  the  precious  metals  or  of  other 
commodities. 

In  somewhat  condensed  form  the  following  table 
presents  the  chief  items  of  the  foreign  trade  (i.  6.,  the 
''  visible  "  exports  and  imports)  of  India  for  a  series  of 
years.1 

{Fiffures  denote  £  fiuUiofu) 

1905-06  1907-08  1909-10  1910-11  1911-13 

ItnporU: 
Private  Merchandise  ...    £68.7    £86.6    £78.0    £86.2    £92.4 
Government  Stores 6.0        4.4        3.7        2.9        3.6 

Total £74.7  £91.1  £81.7  £89.1  £96.0 

ExparU: 

Private  Merchandises...  £107.9  £118.3  £126.3  £139.9  £152.0 

Net  Exports  of  Merchandise     33.1  27.2  43.5  50.8  55.9 

Imports  of  Tieasuie 21.1  28.2  25.0  26.5  35.6 

Exports  of  Treasure 10.3  3.6  4.3  4.8  6.9 

Net  Imports  of  Treasure...  10.8  24.6  20.7  21.7  28.7 
Net  Excess  of  Exports,  in- 
cluding merchandise  and 

treasure 22.4  2.7  22.8  29.1  27.2 

After  taking  into  consideration  all  debit  and  credit 
transactions  (the  '^  invisible  "  exports  and  imports  as 
well  as  the  '^  visible  ")  there  is  customarily  a  small  net 
balance  in  favor  of  India.  Occasionally,  however,  an 
adverse  balance  is  confronted.  For  example,  during  the 
fiscal  year  1907-08  there  resulted  a  net  debit  against 
India.  It  was  attributed  to  a  famine  in  India,  a  credit 
crisis  in  the  United  States,  and  other  unfavorable  con- 

1  statement  of  Moral  and  Material  Ptocreas  and  Condition  of  India  for  1011-12. 
p.  286. 

t  Induding  Goyeniment  Stores:  a  very  small  item,  in  no  year  eweeding  £100,000. 
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ditions.  Again  during  1913-14  an  adverse  balance 
appeared.  In  that  year,  altho  gross  merchandise  ex- 
ports were  slightly  larger  than  ever  before,  the  volume 
of  gross  merchandise  imports  was  so  much  larger  than 
in  any  preceding  year  that  the  excess  of  merchandise 
exports  was  the  smallest  in  five  years,  as  noted  in  the 
following  table.^  In  contrast  to  the  previous  tabulation, 
no  account  here  is  taken  of  government  stores,  railway 
equipment,  and  the  precious  metals. 

(Fiffures  denote  £  tniUioiw) 

190»-10  1010-11  1911-12  1912-13  1913-14 

Gro68  Exports  of  Private 

Merchandise   £125.3  £139.9  £162.0  £164.1  £165.9 

Gross  Imports  of  Private 

Merchandise  Qeaa  raQway 

plant  and  rolling  stock)  .  74.4  83.3  89.7  103.0  115.5 
Net  Export  of  Private  Mdse.     60.9      66.6      62.3      61.1      60.4 

In  this  statement,  no  provision  is  made  for  the  large 
quantity  of  railway  material  imported  into  India.  In 
the  painstaking  Report  for  1913-14  of  the  Controller  of 
Currency  for  India,  it  is  stated  that  the  imports  into 
India  of  railway  plant  and  rolling  stock  during  the 
fifteen  years  from  189&-1900  to  1913-14  inclusive  were 
valued  at  £75  millions.  Of  this  amount,  however, 
nearly  £60  millions  were  paid  for  by  capital  raised  in 
England  either  by  the  Government  of  India  or  by  rail- 
way companies.  The  balance  was  met  by  government 
remittances  from  India.  Obviously  it  would  be  mis- 
leading, therefore,  as  pointed  out  in  that  Report,  in 
making  up  India's  international  account  to  debit  her, 
as  is  often  done,  with  the  imports  of  railway  material 
unless  there  be  entered  as  corresponding  credits  (a)  the 
net  capital  raised  in  Great  Britain  to  purchase  the 
material  and  (b)  the  export  of  funds  from  India  in 

>  Report  for  191d-14  of  the  CootroUer  of  Cunenoy  for  India,  p.  51. 
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the  form  of  government  remittances  to  the  extent  to 
which  these  are  applied  to  capital  outlay.  After  mak- 
ing the  necessary  adjustments  to  meet  this  fact,  aft» 
making  provision  for  such  credit  items  as  foreign  loans 
contracted  by  industrial  companies  and  the  so-called 
'^  port-trusts/'  and  after  taking  account  of  such  debit 
items  as  interest  charges  on  foreign  loans,  private  remit- 
tances abroad)  the  importation  of  bullion,  etc.,  the  Re- 
port  presents  a  net  balance  sheet  for  India  for  a  series  of 
years.    The  results  may  be  epitomized  as  follows:  *  — 


ATwate  for  th« 
lO-Tew  Period 
1800-1000  to      1000 
1006^00          -10 

1010 

-11 

1011 
-12 

1013 
-18 

ToUlfera- 

Tew  period 

1018     1000-1010 

-141    to  1013-14 

The  net  or  "  unex- 

plained "  balance  £0.6    £2.2 

£5.2 

£3.1 

£2.0 

£-6.0    £6^ 

It  is  admitted  that  many  of  the  figures  in  this  balance 
sheet,  altho  based  on  the  most  reliable  available  data, 
are  estimates  only.  The  abnormal  balance  for  the  year 
1913-14  was  due  probably  to  certain  imusual  circum- 
stances. Owing  to  the  large  accumulations  in  China  of 
opium  exported  by  Indian  merchants,  the  price  of  opium 
did  not  enable  them  to  realize  in  full  on  such  exporta- 
tion, with  the  result  that  this  credit  to  India  was  being 
met  gradually  and  therefore  was  partly  extended  over 
into  the  succeeding  year.  It  is  believed  also  that  the 
Exchange  banks  in  India  strengthened  their  balances 
during  this  year.  Furthermore,  it  is  probable  that  the 
imports  of  capital  into  India  in  the  form  of  mill  ma- 
chinery, railway  rolling  stock,  and  the  like,  were  larger 
than  usual,  or  else  (and  this  would  have  the  same  e£fect) 
that  some  portion  of  the  profits  of  existing  companies 
were  retained  in  India  for  the  same  purpose. 

I  Report  for  101&-14  of  the  ControUer  of  Cuirency  for  Indi*,  p.  fi2. 
t  The  bahukoe  for  1018^14  is  mtma  £0.000,000. 
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The  degree  to  which  India  has  been  dependent  in  the 
past  on  foreign  capital  for  her  productive  enterprises  can 
scarcely  be  exaggerated.  The  total  capital  outlay  on 
railways  to  the  end  of  the  fiscal  year  1913-14  was  £369,- 
265,000  (about  $1 ,845,000,000)  .^  On  irrigation  projects, 
the  other  chi^  branch  of  public  works,  the  capital 
expenditure  to  the  end  of  the  year  1912-13  amounted  to 
£43,442,263  (about  $217,000,000).*  The  United  King- 
dom  owns  and  subscribes  the  great  bulk  of  the  foreign 
issues  of  Indian  securities.  That  this  is  so  may  be 
inferred  from  a  condensed  statement  of  the  debt  of 
India.  The  total  debt  is  classified  in  the  accounts  as 
(1)  Public  Works  Debt  and  (2)  Ordinary  Debt.  The 
amount  entered  as  belonging  to  the  former  category  is 
the  eqidvalent  of  the  capital  expenditure  which  has  been 
incurred  by  the  State  on  public  works  together  with  the 
amount  advanced  to  railway  companies  for  disburse- 
ment; the  '*  Ordinary  Debt  "  consists  of  the  remainder. 
The  classification  of  the  debt  outstanding  on  March  31, 
1913,foUows:»  — 

(Figures  denoU  £  mifitoiM) 

(o)  Public  WorkB  Debt:  — 

Debt  for  raflways £211.8 

Debt  for  irrigation  works 37.6 

For  initial  expenditure  on  new  capital  at  Delhi  0.1 

Total  of  PubHc  Works  Debt £249.5 

(b)  Qrdinaiy  debt  (the  balance)   24.9 

Total  permanent  debt,  March  31, 1913  £274.4 

Of  this  total  indebtedness,  £179  millions  was  held  in 
England,  while  the  remainder,  £95  millions,  was  held  in 
India. 

>  Report  for  1018^14  of  RaOwi^r  Defwrtment,  toI.  ii.  p.  271. 

*  StoteiiMnt  of  Moral  and  Material  Procreae  and  Condition  of  India  for  1912-13, 
p.  77. 

*  Stotement  of  Moral  and  Material  Progreea  and  Condition  of  India  for  1912-13, 
p.  20. 
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That  the  relation  between  Indian  exports  and  imports 
must  be  affected  by  the  continued  practice  of  borrowing 
abroad  is  obvious.  In  large  measure  the  loans  secured 
by  India  in  England  for  railway  development,  irrigation, 
etc.,  have  taken  the  form  of  imports  into  India  of  rail- 
way rolling  stock  and  other  equipment.  In  1911-12  for 
example  the  capital  outlay  on  railways,  irrigation,  etc., 
was  £9,501,700,  of  which  £5,082,700  was  spent  in 
England  and  £4,419,000  in  India.  The  following  table 
will  further  illustrate  the  past  relationship  existent 
between  capital  investments  and  imports  of  materials.^ 


Tear  Compuy  Imam  Railway  Plant  and  RdlincStodc 


Indian  RaOway  loipottaof 

'"ompany  Iwaes  Railway  Plant  and  tU 

in  London        From  United  Tfingtofn  Fhun 

1907-08 £2,200,000  £4,656,597  £143,953 

190S-09 6,894,200  4,745,709  200,891 

1909-10 3,183,900  3,261,473  375,591 

1910-11 3,100,000  2,528,984  301,237 

Whereas  the  effect  of  borrowing  capital  abroad  is  to 
swell  merchandise  imports,  as  pointed  out  in  the  early 
part  of  this  paper,  the  interest  charges  on  such  capital 
will  tend,  on  the  contrary,  to  augment  the  exports  of  the 
borrowing  country.  Therefore  the  customary  excess  of 
merchandise  exports  of  India  would  lead  one  to  expect 
to  find  a  probable  excess  of  "  invisible  "  exports  (such 
as  interest  charges,  remittances,  etc.)  over  imports  of 
capital.  An  attempt  is  made  to  apply  this  principle  to 
conditions  within  the  quite  typical  year  1911-12.  The 
amount  of  new  capital  loaned  annually  to  India  is  in- 
cluded under  two  main  heads,  namely,  that  invested  in 
public  works  and  that  loaned  for  purposes  exclusive  of 
such  enterprises.  The  total  capital  expenditure  on 
railways  in  India  has  not  as  yet  exceeded  £12,500,000 
in  any  one  year  nor  has  the  amount  expended  on  irriga- 

1  Report  of  Royal  Commiasion  on  Indian  Cuzrenoy,  rol.  i  (Cd.  7070),  quoted  by 
Hobson,  The  Export  of  Capital,  p.  10. 
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tion  surpassed  £2,500,000  within  any  twelve  month 
period.^  A  large  portion  of  the  joint  outlay  on  public 
works  does  not  involve  foreign  loans,  inasmuch  as  a 
considerable  part  of  the  expense  is  met  from  income. 
The  new  capital  loaned  to  India,  for  other  than  railway 
and  irrigation  purposes,  has  been  estimated  to  have  been 
on  the  average  between  £2,000,000  and  £3,000,000  a 
year,  dining  the  past  fifteen  years.'  It  must  be  recalled 
that  a  large  part  of  India's  foreign  loans  enter  the 
country  in  the  form  of  railway  and  mill  equipment  and 
as  such  it  is  counted  in  merchandise  imports.  There- 
fore the  amount  of  net  capital  flowing  into  India 
annually  is  much  reduced. 

The  average  annual  capital  subscription  in  Great 
Britain,  during  the  past  fifteen  years,  for  railways,  less 
the  value  of  imports  of  railway  equipment,  will  repre- 
sent the  net  capital  raised  in  England  for  Indian 
transportation  facilities.  For  the  period  in  question  the 
average  net  capital  for  this  purpose  is  estimated  at  a 
Uttle  less  than  £4,000,000  per  year.'  Applying  the  same 
correction  in  the  case  of  loans  for  irrigation,  industrial 
plants,  etc.,  it  may  be  asserted  that  the  total  net  capital 
raised  in  England  on  account  of  India  probably  has  not 
been  on  the  average  over  £5,000,000  a  year. 

That  the  total  of  outflowing  interest  charges  is  much 
larger  is  apparent  from  the  following  table  of  Home 
Charges  of  the  Government  of  India.  * 

>  statement  of  Moral  and  Material  Progress  and  Condition  of  India  for  1912-13, 
pp.  312-317. 

*  Report  for  1913-14  of  Controller  of  Currency  for  India,  p.  53. 

*  Ibid.,  p.  49. 

*  Statement  of  Moral  and  Material  Progress  and  Condition  of  India  for  1912-13, 
p.  161. 
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Yeab  1911-1912 

Interest  and  management  of  debt,  and  payment 
of  interest,  etc.,  on  account  of  raflways  and 

irrigation  works £10,768,754 

Payments  in  connection  mih  Civil  Departments 

in  India 233,672 

India  Office  (excluding  pensions) 184,870 

Army  and  Marine  effective  charges 1,016,597 

Stores  of  all  kinds  charged  against  revenue 1,191,371 

Furlough  allowances 988,853 

Non-effective  charges  (pensions  and  gratuities) . .  4,481,129 

Total £18,865,246 

Undoubtedly  private  remittances  from  India  con- 
siderably swell  this  total.  It  may  be  shown  that  such 
payments  amount  roughly  to  about  £6,000,000.  In  the 
first  place,  it  has  been  estimated  by  Indian  Exchange 
Banks  that  net  private  remittances  from  India  amount 
to  about  £2,000,000  per  year;  there  are  also  certain 
railway  remittances  which  do  not  pass  through  the 
government  account  and  which  are  believed  to  reach  the 
figure  of  somewhat  over  £500,000;  in  this  category  also 
must  be  placed  interest  payable  on  foreign  capital 
invested  in  industry  and  agriculture,  which  amounts  to 
about  £2,500,000  per  annum.  Certain  minor  factors, 
such  as  the  payment  to  foreign  shipping  companies,  may 
be  assumed  to  account  for  an  additional  outflow  of  not 
less  than  £500,000.  Therefore  the  total  charges  of  this 
kind  against  India  may  be  placed  at  about  £25,000,000. 
From  this  must  be  deducted  the  average  annual  im- 
ports of  net  capital,  which  we  have  seen  to  be  about 
£5,000,000.  The  resulting  excess  of  "  invisible  "  ex- 
ports (i.  e.,  interest  charges,  etc.,  over  and  above  the 
inflow  of  net  capital)  for  the  year  1911-12  is  therefore 
estimated  to  have  been  £20,000,000  or  over. 

It  will  be  recalled  from  earUer  figures  that  the  net 
exports  of  merchandise,  including  treasure,  for  the  year 
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1911-12  amounted  to  £27,223,901.  In  still  another 
table  it  was  shown  that  the  net  or  ^'  unexplained '' 
balance  (that  is,  the  actual  inflow  of  specie  into  India) 
for  the  same  year  equalled  £3,100,000.  Accordingly  we 
have  a  remaining  excess  of  merchandise  exports  of 
£24,000,000  to  be  accounted  for  by  an  excess  of  '^  in- 
visible'' exports.  The  latter  excess,  in  the  present 
study,  is  computed  at  somewhat  over  £20,000,000. 
The  disparity  between  these  amounts  is  doubtless 
largely  the  outcome  of  over-conservative  estimates 
where  definite  statistics  are  not  available. 

With  ever  increasing  investments  of  foreign  capital  in 
India  and  the  accompanying  growth  of  interest  charges, 
a  continuing  and  increasing  excess  of  merchandise  ex- 
ports will  normally  prevail.  Indeed,  during  the  past 
fifteen  years  this  tendency  ah'eady  has  begun  to  mani- 
fest itself,  for  exports  have  grown  much  more  rapidly, 
in  the  main,  than  imports. 

The  argument  that  the  excess  of  ma*chandise  exports 
of  India  represents  an  economic  loss  deserves  but  scant 
attention.  The  redundant  merchandise  exports  are  the 
logical  result  of  India's  excess  of  "  invisible  "  exports. 
The  latter  excess  in  turn,  as  abready  mentioned,  is  to  be 
attributed  to  heavy  interest  charges  on  foreign  capital 
investments  and  to  political  expenses  incident  to  the 
government  of  India.  The  investment  of  foreign  capital 
has  made  possible  for  India  the  construction  of  35,000 
miles  of  railways,  thousands  of  miles  of  irrigation 
canals,  and  a  striking  industrial  development.  And  yet 
the  mercantilist  critic  of  Indian  affairs  will  argue  that 
because  interest  charges  must  be  paid  to  foreign  inves- 
tors of  capital,  India  is  being  unjustly  exploited. 

The  contention  is  the  more  obviously  unfounded  in 
view  of  the  circmnstances  connected  with  the  public 
debt  of  India.     Of  the  permanent  funded  debt,  the 
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'<  ordinary  '^  debt  alone  imposes  a  burden  on  the  Indian 
tax-payer,  inasmuch  as  the  interest  on  the  public  works 
debt  is  charged  against  the  revenue  from  railways  and 
irrigation  works.  Far  from  bdng  a  dead  weight  on  the 
tax-payer,  the  railways  and  irrigation  works  ordinarily 
yield  a  revenue  sufficient  to  meet  not  only  their  own 
interest  charges,  but  also  the  remaining  charge  on  ac- 
count of  the  ordinary  debt.  For  many  years,  the 
amount  of  the  ordinary  (or  unproductive)  debt  has,  in 
spite  of  fluctuations,  shown  a  continual  diminution.  At 
the  same  time,  the  productive,  or  public  works,  debt  has 
been  uniformly  increased.  The  following  table  shows 
the  distribution  of  the  total  permanent  debt  between 
the  "  PubUc  Works  "  and  "  Ordinary  "  heads.^ 

{Figures  denote  £  miUions) 

Ordinary  Public  Works 

(Ui4)roduotiv«)         (Productivv) 
Debt  Debt 

Calendar  Year  1862 £76.0  £2.4 

3lBt  March,  1902  69.2  138.6 

3l8t  March,  1907   37.9  196.6 

3l8t  March,  1912   33.0  238.7 

In  the  opinion  of  Mr.  S.  M.  Mitra,  a  careful  Hindu 
student  of  Indian  conditions,  '^  the  collective  testi- 
mony of  Indian  statistics  makes  it  impossible  for  any 
reasonable  man  to  doubt  that  India  is  prosperingf 
slowly  but  surely." 

II.    Canada 

In  Canada,  conditions  prevail  which  are  in  sharp 
contrast  to  those  in  India.  The  trade  balance  of  the 
Dominion  is  marked  by  an  excess  of  imports.  And  to 
heighten  the  contrast  it  may  be  noted  that  whereas  the 

1  SUtement  of  Moral  vA  Material  Procrew  and  Conditioii  of  India  for  1911-12. 
p.  102;  alao  ibid,  for  1901-02.  p.  143. 
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Indian  excess  of  exports  has  been  growing  more  pro- 
nounced during  the  past  two  decades,  in  Canada,  on  the 
other  hand,  there  has  been  a  general  increase  in  the 
excess  of  imports  during  the  same  period.  And  yet, 
despite  the  excess  of  merchandise  imports  which  in 
recent  years  has  prevailed  in  Canada,  merchandise 
exports  must,  in  the  course  of  time,  come  to  surpass 
imports.  This  readjustment  in  the  trade  balance  is 
likely  to  be  effected,  not  through  any  decline  in  the 
voltmie  of  inflowing  capital,  but  because  of  Canada's 
acctmiulating  interest  charges  from  the  very  increase 
in  the  volume  of  foreign  investments.  The  interest 
payments  of  Canada  on  earlier  investments  to  other 
countries  will  eventually  surpass  in  volume  the  new 
foreign  capital  invested  annusdly. 

That  Canada  has  been  an  increasingly  attractive 
field  for  foreign  investors  is  familiar.  At  the  end  of  the 
year  1910,  it  was  stated  by  Sir  George  Paish  that  British 
capital  had  been  invested  in  Canada  to  the  extent  of 
$1,800,000,000.1  In  March,  1915,  the  opinion  was 
unofficially  expressed  by  Sir  Edmund  Walker,  President 
of  the  Canadian  Bank  of  Commerce,  that  British  in- 
vestments in  Canada  probably  amounted  to  not  less 
than  $2,750,000,000.*  It  must  be  added,  however,  that 
Sir  Edmund  Walker  included  in  this  total  the  indebted- 
ness of  Canada  to  the  continent  of  Europe,  inasmuch  as 
continental  investing  in  the  Dominion  has  been  carried 
out  chiefly  through  London.  Such  investments  of  the 
countries  of  the  continent,  however,  amounted  in  1913 
to  not  over  $175,000,000.'  After  making  the  proper 
adjustment  on  account  of  this  item,  it  will  be  noted  that 

1  Paper  nad  before  Royal  Statastioal  Sodety  in  London  in  December,  1010. 

>  This  etatement  waa  contained  in  a  communication  from  Sir  Edmund  Walker  to 
the  writer. 

Field,  Capital  Investments  in  Canada,  pp.  67,  78. 
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during  the  three  years,  1910-13,  British  investments  in 
Canada  increased  about  $775,000,000,  or  nearly  45 
per  cent.  An  even  greater  rate  of  increase  is  to  be  noted 
in  the  flow  of  American  capital  into  Canadian  channels. 
Whereas  the  approximate  volume  of  United  States 
investments  in  Canada  amounted  in  1909,  to  $279,000,- 
000,  the  estimate  for  1913  was  $637,000,000.^  This 
represents  an  increase  of  about  127  per  cent  during  the 
four  years. 

It  is  probable  that  during  the  three  years  immediately 
preceding  the  outbreak  of  the  European  war  Canadian 
borrowings  of  foreign  capital  averaged  well  over  $300,- 
000,000  per  annum.  And  in  1913,  in  the  course  of  an 
address  in  Toronto,  Sir  George  Paish  predicted  that 
within  fifteen  years  new  or  further  British  investments 
amounting  to  $2,500,000,000  would  be  made  in  Canada. 
The  present  war  obviously  will  obstruct  the  fulfilment 
of  this  prediction. 

Canada  may  be  likened  to  a  young  man,  energetic, 
ambitious,  and  in  possession  of  an  extremely  valuable 
but  unimproved  estate,  for  the  improvement  of  which 
much  capital  is  needed.  To  complete  the  analogy  we 
must  picture  a  parent  willing  to  lend  all  the  capital 
necessary  for  the  development  of  the  estate.  During 
the  period  of  construction  the  young  man  has  been  tak- 
ing care  of  the  interest  cHaiges  on  lus  indebtedness 
readily  enough  through  the  contraction  of  new  loans. 
Obviously  our  young  man  cannot  permanently  over- 
look the  fundamental  consideration  that  his  construc- 
tion expenditures  must  be  justified  in  the  end  throu^ 
an  increased  production  of  wealth  proportional  to  the 
investments.  That  is,  he  must  provide  eventually  for 
foreign  debt  charges  from  current  income  and  not  as 
heretofore  from  capital  account. 

&  Field,  Gmntal  IiiTMtmeiita  in  Guiadm,  p.  35. 
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Even  before  the  outbreak  of  the  European  war 
emphasized  the  necessity  of  an  economic  readjustment 
in  Canada,  a  halt  had  been  called  in  the  almost  head- 
long construction  of  railways  and  other  capitalistic 
plant.  Indeed  this  transition  began  several  years  before 
August,  1914.  A  well-timed  hint  from  certain  promi- 
nent English  investment  houses  in  the  smnmer  of  1909, 
was  taken  to  heart  by  Canadians.  These  British 
banking  firms,  interested  in  Canadian  enterprises, 
agreed  not  to  undertake  any  new  Dominion  flotations 
for  several  months.  During  that  time  the  flow  of  Brit- 
ish capital  to  Canada  through  its  principal  channel, 
practically  ceased.  '^  The  cause  of  the  financiers' 
decision,"  declares  Mr.  F.  W.  Field,  "  was  undoubtedly 
the  unusually  heavy  borrowing  by  Canada,  its  tendency 
to  exceed  due  bounds,  and  the  attempt  to  market  a  few 
worthless  securities  among  a  Utrge  number  of  good 
ones."  ^  Enjoying  for  so  long  a  time  an  almost  un- 
limited credit  in  Great  Britain,  it  was  quite  natural  for 
Caiiiada  to  invest  heavily,  oftentimes  blindly,  in  develop- 
ment works.  So  rapidly  has  this  taken  place  that 
Canada,  notwithstanding  a  population  of  less  than 
9,000,000,  has  today  three  transcontinental  lines.  She 
enjoys  the  distinction  of  having  more  railroad  mileage 
per  capita  than  any  other  country  in  the  world.  The 
reciprocal  fact  is  obvious  that  this  is  a  questionable 
distinction,  since  Canada  therefore  must  have  fewer 
people  per  mile  than  any  other  country.  Railroad 
construction  clearly  has  been  carried  to  a  point  far  in 
advance  of  present  requirements.  Indeed  it  is  main- 
tained that  general  railtoad  construction  in  Canada  has 
been  carried  five  to  ten  years  ahead  of  immediate 
demands.  The  total  mileage  increased  from  17,657  in 
1900  to  29,304  in  1913,  or  nearly  65  per  cent.    During 

>  Field,  Capital  InvMtments  in  Canada,  p.  168. 
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the  same  period,  the  capital  liability  of  railways  in- 
creased from  $784,042,799  to  $1,531,830,692,^  or  sub- 
stantially 100  per  cent.  Meanwhile,  however,  the 
population  of  the  country  increased  only  about  43 
per  cent.  The  rapidity  of  development  of  railroads  has 
its  counterpart  in  the  industrial  field  and  in  the  expan- 
sion of  building  throughout  the  country. 

Feeling  that  construction  enterprises  had  outstripped 
the  population  demands,  many  realized  that  it  was  time 
to  demonstrate  by  increased  production  the  wisdom  of 
previous  years  of  building.  The  tightening  of  the 
European  money  markets,  owing  to  the  Balkan  crisis, 
and  tiie  difficulty  of  obtaining  the  usual  supply  of  capital 
from  Great  Britain  on  normal  terms,  doubtless  brou^t 
about  the  readjustment  earlier  than  would  otherwise 
have  been  the  case.  Among  the  various  evidences  of 
reduced  activity  during  the  year  1913  may  be  noted  a 
distinct  contraction,  particularly  in  the  west,  in  the 
voltmie  of  building  permits,  a  decline  in  bank  clearings, 
and  an  increase  in  the  number  of  commercial  failures. 

While  engaged  in  the  enforced  but  thoroly  wholesome 
process  of  economic  readjustment,  Canada  suddenly 
found  her  task  greatly  complicated  by  the  outbreak  of 
the  war.  Owing  to  the  unprecedented  demand  on  the 
world's  capital,  due  to  the  war,  Canada's  financial 
embarrassment  increased.  Despite  the  hardships  en- 
tailed upon  those  directiy  dependent  on  the  active 
prosecution  of  the  program  of  national  construction, 
for  the  country  as  a  whole  the  war  may  prove  after  all 
only  a  mitigated  evil.  It  has  hastened  the  economic 
transition,  and  it  undoubtedly  will  aid  in  differentiating 
between  the  essentially  sound  investment  enterprises 
and  those  based  on  uneconomic  foundations. 

>  The  Canada  Year  Book.  1013,  p.  444. 
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In  computing  Canada's  balance  of  international 
debits  and  credits  the  items  to  ^epeive  first  attention 
are  the  '^ visible''  (i.e.,  merchandise  and  bullion) 
exports  and  imports.  In  the  following  table  these  are 
tabulated  for  a  series  of  fiscal  years.^ 

{Figures  dencU  t  miRiofw) 

1011  1012  1013  1014 
ImporU: 

Merchandise   ....    $462.0  $533.3  $686.6  $635.6 

BuUion  10.2  26.0  5.4  15.2 

Total $472.2  $559.3  $692.0  $650.7 

Exports: 

Merchandise   ....  $290.0  $307.7  $377.1  $455.4 

Bullion  7.2  7.6  16.1  23.6 

Total $297.2        $315.3        $393.2        $479.0 

Net  Excess  of  Im- 
ports (merchandise 
and  buUion) $175.0       $244.0       $298.8       $171.7 

For  the  three  years  ending  March,  1913,  the  average 
annual  excess  of  imports  was  $239,000,000.  Let  us 
note  the  '^  invisible ''  items  of  Canada's  balance  sheet 
in  order  to  show  the  corresponding  excess  of  "  invisible  " 
imports  over  exports.  Naturally  such  an  excess  would 
be  expected  to  o£fset  approximately  the  excess  of  mer- 
chandise imports. 

Among  the  ''  invisible  "  items,  the  most  important 
are  the  flow  into  the  country  of  borrowed  foreign  capital 
and  the  outflow  of  interest  and  dividend  charges  to  the 
owners  of  such  capital.  It  will  be  recalled  that  in  the 
opinion  of  Sir  Edmund  Walker,  the  total  of  British  and 
other  European  investments  in  Canada  is  approximately 
$2,750,000,000.  From  the  investigations  of  the  editor  of 
the  Monetary  Times,  it  appears  that  the  estimated  total 

1  Report  of  Departmsnt  of  TVade  and  Commeroe,  1912,  pt.  1,  pp.  28-^.  Caoada 
Yew  Book.  1913.  pp.  228.  282,  288. 
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investments  of  the  United  States  in  Canada,  in  1913, 
amounted  to  $636,903,952.^  If  we  accept  the  figure 
$3,400,000,000  as  representing,  within  a  sli^t  margin  of 
error,  the  total  of  Canadian  indebtedness  abroad,  it 
will  be  possible  to  estimate  with  reasonable  approxima- 
tion the  annual  interest  charges.  Accepting  4^  per 
cent  as  the  average  interest  rate,'  Canada's  interest 
payments  abroad  during  1913  amounted  to  about 
$148,000,000.  This  amount,  however,  must  be  some- 
what diminished  by  reason  of  the  fact  that  we  are 
seeking  the  average  for  the  period.  Obviously  the  annual 
interest  payments  during  the  earlier  years  were  less 
than  the  figure  noted,  owing  to  the  subsequent  swelling 
of  the  total  investments  within  the  country.  Making 
adequate  adjustment  to  meet  this  fact,  there  remain  as 
the  average  annual  interest  charges  during  the  years 
1911-13  approximately  $125,000,000.  It  has  ahready 
been  mentioned  that  during  the  years  immediately 
before  the  outbreak  of  the  war,  Canadian  borrowings  of 
foreign  capital  probably  averaged  well  over  $300,000,- 
000  per  year.  Therefore  during  that  period  it  would 
seem  that  Canada  was  receiving  annually  a  net  inflow 
of  capital,  from  the  two  items  under  consideration,  of 
about  $175,000,000. 

Another  ''  invisible  "  item  in  Canada's  balance  sheet 
is  the  capital  carried  into  the  country  by  American 
farmers  emigrating  into  the  Canadian  west.  In  his 
Budget  Speech  of  May  12,  1913,  the  Honorable  W.  T. 
White,  the  Minister  of  Finance,  estimated  that  this 
class  of  immigrants  took  with  them  into  Canada  capital 
to  the  extent  of  $1000  per  capita.  The  average  annual 
number  of  immigrant  arrivals  from  the  United  States 

1  Field,  Capital  Inyettmnito  in  Canada,  p.  25. 

*  This  rate  was  advanoed  by  Sir  Edmund  Walker,  in  hie  oommunication  to  the 
writer,  as  a  fair  basis  for  calooiation. 
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during  the  three  years  from  1911  to  1913  was  131,000.^ 
If  the  estimate  of  Mr.  White  be  accepted,  account  must 
be  taken  of  this ''  invisible  "  import  of  $131,000,000  per 
annum  during  the  selected  period.  From  this  amount, 
however,  a  deduction  must  be  made  for  the ''  effects  and 
cash ''  of  emigrants  from  Canada,  most  of  whom  enter 
the  Unit^  States.  During  the  three  years  1911-13,  the 
average  annual  number  of  immigrant  arrivals  in  the 
United  States  from  Canada  was  62,790.'  There  is  also  a 
considerable  return  movement  back  into  the  United 
States  on  the  part  of  American  citizens  who  have  emi- 
grated to  Canada.  During  the  two  years  ending  June 
30,  1911,  this  back-flow  of  Americans  from  Canada  was 
equal,  numerically,  to  one-third  of  the  outward  move- 
ment.' If  this  ratio  be  adopted  as  approximately  appli- 
cable during  the  period  under  consideration,  the  number 
of  American  emigrants  returning  from  Canada  averaged 
about  43,000  per  year.  The  total  arrivals  therefore  in 
the  United  States  from  Canada  during  these  years 
averaged  105,000.  The  fact  should  be  borne  in  mind 
that  the  typical  Canadian  emigrant  seeking  a  home  in 
the  United  States,  is  a  man  possessing  Uttle  beyond 
ambition,  and  that  the  American  returning  from  a  brief 
sojourn  in  Canada  is  normally  one  who  has  been  dis- 
appointed in  his  search  for  better  conditions.  Accord- 
ingly the  estimate  that  these  two  classes  of  arrivals  in 
the  United  States  bring  with  them  capital  not  exceeding 
$500  per  head  will  probably  be  deemed  liberal.  Pro- 
ceeding on  this  assumption,  the  total  capital  carried 
annually  from  Canada  into  the  United  States  by  Cana- 
dian emigrants  and  American  settlers  returning  from  the 
Dominion  may  be  estimated  to  average  about  $50,000,- 
000.    On  account,  therefore,  of  the  immigration  and 

>  Caimda  YeM  Book,  1913.  p.  105. 

s  Statistioia  AtwtnMSt  of  the  United  States,  1913.  p.  96. 

*  Huaband,  American  Eoonomio  Review,  Supplement,  Afaroh,  1912,  p.  84. 
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emigration  movements  between  the  two  countries,  there 
is  a  resultant  net  ''invisible"  import  of  about  $80,000,- 
000  per  year  into  Canada.  It  must  be  admitted  that 
this  is,  in  a  degree,  a  conjectural  estimate. 

An  ''  invisible ''  item  which,  because  of  insufficient 
data,  must  be  approached  with  caution  is  that  of  private 
remittances  both  into  and  out  of  Canada.  During  the 
three  fiscal  years  1911-13  the  value  of  money  orders 
issued  in  Canada  and  payable  in  other  countries 
averaged  annually  somewhat  over  $32,000,000;  whereas 
the  value  of  money  orders  issued  in  other  countries  and 
payable  in  Canada,  during  the  same  period,  averaged 
each  year  $8,700,000.^  From  these  items  accordin^y 
we  find  an  average  net  outflow  from  Canada  of  $24,000,- 
000.  There  is  no  available  information,  however,  which 
shows  what  proportion  of  these  orders  is  represented  by 
business  and  private  remittances,  nor  is  it  at  all  certain 
that  all  private  remittances  flowed  through  this  channd. 

There  are  other  "  invisible  "  items  sufficiently  im- 
portant to  merit  notice.  Canada  is  obliged  each  year  to 
meet  considerable  chaises  on  account  of  the  carriage  in 
foreign  ships  of  much  of  her  over-seas  trade.  On  the 
other  hand,  the  annual  earnings  of  the  Canadian  mer- 
chant marine  represent  an  inflow  of  some  importance. 
Again,  Canada  each  year  serves  as  a  vacation  land  for 
thousands  of  tourists  whose  various  expenditures  may 
be  r^arded  as  a  not  unimportant  "  invisible  "  import. 
Naturally  there  is  also  a  corresponding  export  in  the 
expenditures  by  Canadians  in  the  United  States  and 
Europe. 

Unfortunately,  however,  so  far  as  it  can  be  dis- 
covered,^ there  are  no  published  statistics  nor  even 

1  Canada  Year  Book,  1913,  p.  493. 

*  The  f  ollowinc  authorities  were  unanimous  in  dedarinc  the  total  abaenoe  of  atatiati- 
oal  data  oonoeminc  these  items;  the  Editor  of  The  Monetary  Times  (Toronto),  the 
Census  and  Statistics  Office  (Ottawa),  the  Canadian  Department  of  Trade  and  Com'- 
meroe,  and  the  Department  of  Afarine  and  Fisheries. 
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oflGicial  approximate  estimates  pertaining  to  the  ''  in- 
visible "  imports  and  exports  referred  to  above.  Ac- 
cordingly the  attempt  to  handle  such  items  must  be 
based  in  considerable  degree  on  reasonably  sane 
guess-work. 

For  the  piurpose  of  the  present  inquiry  the  following 
compromise  plan  will  perhaps  be  deemed  reasonable. 
It  is  probably  true  in  respect  to  the  shipping  items  that 
the  annual  charges  which  Canada  is  called  upon  to 
meet,  for  services  rendered  by  foreign  shipping  interests, 
are  in  excess  of  that  portion  of  the  annual  earnings  of 
Canadian  ships  derived  from  the  carriage  of  goods  of 
foreign  coimtries.  At  the  same  time,  it  is  doubtless  true 
that  the  expenditures  of  tourists  and  other  visitors 
annually  in  Canada  surpass  in  volume  the  outflow  of 
capital  on  account  of  the  expenditures  of  Canadians  in 
other  countries.  Accordingly  we  may  o£Fset  the  former 
balance  against  Canada,  on  account  of  shipping  charges, 
by  the  latter  balance  in  favor  of  Canada.  This  adjust- 
ment probably  involves  a  not  imduly  large  margin  of 
error. 

The  results  may  be  epitomized  in  the  tabular  form 
on  page  790. 

The  resultant  total  net  ("  unexplained  ")  balance  of 
$8,000,000  is  to  be  attributed  to  the  margin  of  error 
admittedly  present  in  the  calculation  in  respect  to  the 
shipping  and  tourist  items. 

Canada  owes  much  to  the  British  investor,  if  only 
because  he  has  almost  entirely  financed  its  extensive 
railway  system.^  In  contrast  to  the  experience  of  India, 
however,  Canada,  despite  its  heavy  borrowings  in 
London  on  account  of  railways,  does  not  import  its 
railway  materials  to  any  large  extent  from  the  United 
Kingdom.     Canada,  having  developed  an  important 

>  Field,  Capital  Investmsnts  in  Canada,  p.  118. 
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Approximate  Balance  Sheet  or  Canada.    Fioubbs  Rbphesent 
Annual  Avbraoeb  for  the  Period  1911  to  1913 

(Figures  denote  $  miUunui) 

ViMle  ExporU  and  Imports: 
Exports  and  imports  of  merchandise,  including  bullion : 
Average  excess  of  imports $239 

Average  annual  excess  of  "  visible  "  imports S239 

Invisible  Exports  and  Imports: 
New  capital  imported  and  interest  pasrments  payable 

abroad:  average  net  inflow $175 

Capital  carried  into  Canada  by  immigrants  and  out  by 

emigrants:  average  net  inflow 80 

FtLyments  effected  through  the  issuance  of  money 

orders:  average  net  outflow 24 

Pajrments  on  account  of  ocean  freights  and  earnings  of 

Canadian  ships;  expenditures  in  Canada  by  tour- 

istSy  etc.,  and  abroad  by  Canadians:  estimated  to 

balance. 
Average  annual  net  inflow  (i.  e.,  "  invisible  "  import)  231 

metallurgical  industry,  is  able  to  supply  in  large  meas- 
ure the  rails,  locomotives,  and  other  equipment 
required  for  domestic  use.  The  following  figures  indi- 
cate the  relative  unimportance  of  the  Canadian  market 
to  the  British  producer  of  railroad  materials.^ 

Canadian  Importe  of  Iron  and  Steel  Railway 

Year  Railway  Inuea  Bars  and  Rails  into  Canada: 

in  London     Ftcm  United  Kincdom       Total 

1907 £2,020,100 

1908 12,395,500 

1909 8,060,500 

1910 6,525,800 

1911 19,608,200 

The  trade  statistics  of  Canada  show  that  British 
shipments  of  other  kinds  of  railroad  materials  and  of 
general  merchandise  are  equally  insignificant  compared 
with  the  amount  obtained  elsewhere.  It  is  apparent 
upon  examination  of  the  merchandise  import  figures  of 

1  Hobaon,  Export  of  Capital,  p.  14. 
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Canada  that  England  does  not  export  goods  to  the 
Dominion  equal  in  value  to  the  capital  supplied.  The 
following  table  shows  the  total  imports  into  Canada 
from  the  United  Kingdom  and  the  United  States  during 
a  series  of  years,  excluding  coin  and  bullion.^ 

{Figures  denote  $  mOUofu!) 

Imports  into  Caiuula  from: 
FImmI  YeM  United  Kingdom     United  States 

1910 $95.7      $233.0 

1911 110.6       284.3 

1912 117.2       342.2 

To  facilitate  a  comparison  of  Canada's  separate  trade 
balances  with  the  United  Kingdom  and  the  United 
States,  statistics  are  presented  in  the  following  state- 
ment showing  exports  from  the  Dominion  to  the  two 
countries,  during  the  years  1910  to  1912,  excluding  coin 
and  bullion:*  — 

(Piguree  denote  $  mUXions) 

ESxports  from  Csnnds  into: 
Flsesl  Year  United  Kingdom      United  States 

1910 $149.6        $110.6 

1911 137.0       112.2 

1912 161.8       113.0 

It  will  be  noted  from  the  above  tables  that  Canada, 
during  the  period  imder  consideration,  exported  goods 
to  Great  Britain  in  excess  of  goods  imported  from  the 
same  to  the  extent  of  an  average  of  $40,000,000  per 
year.  At  the  same  time,  the  excess  of  Canadian  im- 
ports from  the  United  States  over  exports  to  that 
country  showed  an  annual  average  value  of  about 
$175,000,000.  These  facts  lend  support  to  the  common 
assertion  that  English  loans  to  Canada  help  that 
country  to  finance  its  American  trade.    English  capital 

>  Report  of  Department  of  Trade  and  Commerce,  1912.  pt.  1,  pp.  28-31. 

>  Ibid.,  pp.  32-35. 


Digitized  by  LjOOQ IC 


792  QUARTERLY  JOURNAL  OF  ECONOMICS 

therefore ''  passes  to  Canadians  in  the  form  of  American 
goods."  ^ 

Aside  from  the  influence  of  geographic  proximity 
there  is  an  important  reason  for  the  disparity  in  the 
importation  into  Canada  of  American  and  British  goods. 
In  the  past,  the  great  bulk  of  British  investments  have 
gone  into  government  securities  and  railway  and  indus- 
trial bonds,  comparatively  little  into  industrial  stocks, 
which  carry  the  technical  management.  American 
capital  on  the  other  hand  has  entered  Canada  chiefly  as 
branch  factories  and  other  outright  industrial  invest- 
ments.^ This  question  is  discussed  in  the  report  of  a 
former  British  Trade  Commissioner  in  Canada.  ''  The 
purchase  of  government  securities  and  municipal 
bonds/'  he  declared, ''  and  even  of  the  bonds  and  shares 
of  the  great  Canadian  railroads  —  the  forms  which 
British  investment  has  hitherto  principally  taken  — 
operates  less  directly  and  immediately  to  stimulate 
trade  than  the  investment  of  capital  in  varying  amounts 
over  a  wide  range  of  industrial  concerns,  together  with 
the  establishment  of  branch  factories  and  agencies  of 
all  sorts,  which  has  been  characteriisitic  of  the  form  of 
American  interest  in  the  development  of  Canada."  * 

On  account  of  the  great  increase  in  the  rate  of  flow  of 
British  and  American  capital  into  Canada  during  the 
past  decade,  Canadian  imports  have  grown  at  a  faster 
rate  than  exports,  as  the  following  statement  will 
show:*  — 

1  Bonar,  Ptooeedinci  of  the  CanAduui  Politusal  Sdenoe  AMociation.  1913,  p.  86. 
*  Wiekett,  AniuJs  of  AnMriMn  AeadMny,  voL  zIt.  pp.  40, 41. 
>  Quoted  in  Field,  Capital  Inveatmenta  in  Canada,  p.  102. 
«  Canada  Year  Book,  1913,  p.  228. 
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(Figures  denote  $  mimona) 
Yean  Total  Exports        Total  Importa     Ratio  of  Exports  to  Imports 

1901 $196.5  $190.4  103.19  per  cent 

1902 211.6  212.3  99.70       " 

1903 225.8  241.2  93.63       " 

1904 213.5  259.2  82.37       " 

1911 297.2  472.2  62.93  " 

1912 315.3  559.3  56.38  ** 

1913 393.2  692.0  56.83  " 

1914 479.0  650.7  73.60  " 

This  situation,  however,  cannot  persist  indefinitely. 
In  the  not  distant  future  the  present  disparity  in  value 
between  exports  and  imports  must  shrink,  then  dis- 
appear, and  later  be  followed  by  an  excess  of  exports. 
For  an  indefinitely  long  period  thereafter  the  Canadian 
trade  balance  will  be  marked  by  such  an  excess  of 
exports.  This  expected  change  in  the  balance  of 
Canada,  similar  to  that  which  occurred  in  the  United 
States  trade  balance  about  1873,  may  ultimately  give 
way,  in  turn,  to  a  further  readjustment  of  exports  and 
imports.  As  pointed  out  in  the  early  part  of  this  paper, 
the  United  States  may,  in  time,  find  that  the  volume  of 
her  **  net  "  interest  and  dividend  receipts  will  reach  and 
surpass  her  annual  new  ''  net "  lendings.  This  new 
relation  will  then  be  reflected  in  her  merchandise 
balance.  Altho  as  yet  there  are  substantially  no 
Canadian  investments  abroad,  it  is  not  inconceivable 
that  here  too  the  experience  of  the  United  States  may 
in  the  end  be  repeated  in  Canada.  But  speculation  of 
this  sort  goes  far  beyond  anything  indicated  in  the 
present  situation. 

Theodore  H.  Bogos. 

DABTMOinH  COLLBGB. 
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THE  BRITISH  TAXES  ON  LAND  VALUES 
IN  PRACTICE 

SUMMARY 

I.  The  yaluation,  795.  —  Eeaaons  for  dday,  796.  —  MinuB  site 
▼alues,  796.  —  Possibility  of  taxing  builders'  profits,  796.  —  Vahie  of 
real  property  in  Great  Britain,  799.  —  Accuracy  of  valuation,  800.  — 
Difficulty  <k  valuing  agricultural  land,  801.  —  Other  duties  of  the 
Vahiation  Department,  802. —  Cost  of  valuation,  803.-11.  The 
fiscal  yield:  (1)  Increment  Value  Duty,  804.  — (2)  Reversion  Duty, 
805.  —  (3)  Undeveloped  Land  Duty,  808.  —  (4)  Mineral  Righto  Duty, 
810.  —  Increased  yidd  of  Death  Duties,  812.  —  Other  revenue  from 
valuation,  814.  —  Is  it  a  capital  expenditure?  814.  —  III.  Some 
conclusions:  effect  on  building,  815.  —  Theoiy  of  incidence,  817.  —  Is 
an  increment  duty  shown  to  be  impracticable?  818. 

It  is  now  nearly  six  years  since  Mr.  Lloyd  George 
startled  the  British  people,  and  the  economists  of  the 
English-speaking  world,  by  his  proposals  for  a  new 
system  of  taxes  on  land  and  allied  forms  of  wealth,  and 
a  valuation  of  all  the  real  property  in  the  United  King- 
dom. This  valuation  was  expected  to  disclose  a  vast 
and  hitherto  untapped  reservoir  of  taxable  income  — 
the  so-called,  unearned  increment  —  and  also  to  be  of 
great  assistance  in  the  collection  of  existing  taxes,  both 
national  and  local,  besides  furnishing  useful  information 
to  statisticians  and  others  interested  in  agriculture, 
housing  conditions  and  similar  questions.  It  is  of 
interest  to  inquire  to  what  extent  these  expectations 
have  been  converted  into  facts. 

794 


Digitized  by  LjOOQIC 


BRITISH  TAXES  ON  LAND  VALUES  795 


I.  The  Valuation 

The  valuation,  begun  in  the  spring  of  1910,  will  not 
be  complete,  even  as  regards  provisional  valuations, 
before  June,  1915,  and  the  date  when  these  provisional 
valuations  will  have  been  legally  established  cannot  be 
even  approximately  stated.  There  is  great  reason  to 
believe  that  as  a  result  of  recent  judicial  decisions  the 
values  of  nearly  all  agricultural  properties,  and  of  a 
great  many  others,  must  be  calculated  over  again  on  a 
different  basis.^ 

The  last  report  of  the  Commissioners  of  Inland 
Revenue  *  states,  with  reference  to  the  case  of  Com- 
missioners of  Inland  Revenue  v.  Smyth:  "The  result  of 
this  decision,  which  reversed,  on  these  two  points,  the 
practice  upon  which  the  valuations  had  hitherto  been 
made,  was  the  suspension  of  all  valuations  of  land  in 
which  an  element  of  agricultural  value  was  present.'^ 
The  two  points  referred  to  were:  (1)  that  in  calculating 
gross  and  total  values  the  value  of  the  tenant's  interest 
in  imexhausted  manmres  or  tillages  must  be  included; 
and  (2)  that  in  arriving  at  full  site  value  the  land  must 
be  deemed  to  be  divested  of  grass. 

Other  decisions  also  may  be  expected  to  make  a  con- 
siderable difference  in  valuations,  if  the  owneiil  affected 
think  it  worth  while  to  take  advantage  of  them.  The 
most  important  is  Conunissioners  v.  Clay,  in  which  the 
Court  of  Appeals  held.  May  28,  1914,  that  in  calculat- 
ing gross  value  it  is  necessary  to  take  into  account  the 
value  which  a  property  has  for  a  particular  purchaser 
over  and  above  what  it  may  be  worth  to  the  general 

>  Mr.  Lloyd  Georte  declared,  m  reoently  m  M*reh  10, 1915,  that  it  was  imposeible 
to  reopen  valuation!  that  had  been  finally  completed.  But  he  has  alwaya  refused  to 
state  how  many  had  reached  that  stace,  and  they  are  probably  very  few. 

•  For  the  year  ended  31st  March,  19U  [Cd.  7572],  p.  144. 
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public.  This  is  a  very  delicate  point,  as  the  law  re- 
quires that  the  sale  must  be  made ''  in  the  open  market 
by  a  willing  seller,"  and  it  is  very  difficult  to  decide 
whether  a  property  owner  who  is  tempted  by  an 
unusually  good  o£Fer  is  or  is  not  a  ''  willing  seller."  In 
the  case  of  Hornby  v.  Commissioners^  such  a  seller  was 
held  not  to  be  willing  in  the  requisite  sense,  and  the 
price  received  was  not  accepted  as  evidence  of  actual 
value.  On  the  other  hand  the  case  of  Glass  v.  Com- 
missioners^ decided  that  if  there  were  a  probability  of 
land  being  required  for  public  use,  the  value  of  that 
probability  must  be  added  to  the  normal  value  of  the 
land. 

Judicial  decisions  were  responsible  for  much  of  the 
delay  in  valuation  in  the  past  as  well  as  at  present. 
After  the  decision  of  the  Valuation  Appeal  Court  in 
Scotland,  April  18,  1912,  to  the  efifect  that  assessable 
site  value  could  in  no  case  be  a  minus  quantity,  valuar 
tions  were  suspended  in  those  parts  of  the  country 
where  feu  duties  and  heavy  ground  rents  are  common. 
This  decision  was  reversed  by  the  House  of  Lords, 
May  2,  1913.« 

Minus  site  value  is  of  course  merely  a  legal  concept, 
without  any  counterpart  in  economic  theory.  It  re- 
sults from  the  method  of  valuation  prescribed  by  the 
Finance  Act,  and  occurs  only  when  the  net  value  of  a 
property,  after  deducting  the  burden  of  fixed  charges, 
is  less  than  the  value  attributable  to  capital  expendi- 
tures on  the  property.  In  such  a  case  the  actual  site 
value  may  be,  in  fact  must  be,  at  least  equal  to  zero;  * 

1  LVIth  Report  of  IhImkI  Rerenue.  for  the  yeM  ended  31st  March.  1913  [Cd.  7000]. 

p.  leo. 

s  LVIIth  Report  of  Inknd  Revenue  (Cd.  7672].  p.  162. 

•  Herbert's  Trustees  v.  Commissionera  ([1913]  a.c.  326). 

*  If  a  buildinc  does  not  show  a  normal  return  on  its  oost  of  oonstruotion  because  of 
its  poor  location,  that  does  not  mean  that  the  site  value  is  lass  than  nothing:  for  if  the 
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yet  to  the  legal  owner  it  is  a  minus  quantity,  so  long  as 
the  surrounding  circumstances  remain  unchanged. 
But  it  is  obvious  that  if  the  value  of  the  site  increases, 
even  if  it  does  not  become  equal  to  or  greater  than  the 
fixed  charges,  the  owner  benefits  by  the  full  amount  of 
the  increase,  since  his  property  is  more  valuable,  while 
the  fixed  charges  remain  the  same.  Hence  for  the  pur- 
pose of  a  tax  on  increment,  minus  site  values  are  a  per- 
fectly legitimate  device.  For  any  other  form  of  tax 
they  are  impossible. 

The  system  of  ascertaining  site  values  by  deducting 
various  amounts  from  the  total  value  does  not  com- 
mend itself  to  professional  valuers,  who  usually  prefer 
to  estimate  it  directly,  on  the  basis  of  sales  of  near-by 
property,  or  from  a  calculation  of  the  profits  that  might 
be  derived  from  it  if  properly  developed.  As  the  law  is 
worded  there  is  little  difference  in  the  results  for  the 
primary  valuation,  as  on  30th  April,  1909,  save  that, 
in  the  rare  case  of  a  site  which  would  be  worth  more 
cleared  than  as  it  stands,  it  must  be  valued  at  the  lower 
amount.  But  when  it  comes  to  a  later  valuation,  on  an 
occasion  when  Increment  Duty  is  payable,  according 
to  the  law  any  gain  accruing  to  a  dealer  in  land  as  a 
result  of  his  skill  at  buying  and  selling  is  automatically 
accredited  to  site  value  and  made  subject  to  the  tax. 
This  results  from  the  fact  that  site  value  under  the  act 
is  a  residuum;  and  if  the  total  value  is  increased,  while 

aite  »  poorly  Adapted  to  the  building,  to  alio  i*  the  huildinc  poorly  Adapted  to  the  ette, 
and  the  low  mnrt  be  attribtited  to  both.  Alter  a  building  ie  erected  iU  cost  baa  no 
further  influence  on  its  Talue,  which  la  dependent  on  the  principle  of  quaai-rent.  The 
only  limit  to  its  depreciation  ia  the  value  of  ita  materiab,  minus  the  coat  of  demolition. 
Similarly,  the  minimum  value  attributable  to  the  nte  ia  ita  value  when  olearedt  minua 
the  coat  of  clearing  in  caae  and  to  the  extent  that  that  coat  exceeda  the  value  of  the 
material  removed.  Thia  minimum  can  never  be  leaa  than  aero,  for  if  it  were  the  owner 
would  abandon  the  property.  Even  if  the  property  were  a  nuiaance  to  neighboring 
aitea  it  could  not  be  worth  leea  than  aero,  for  the  detriment  attachea  not  to  the  owner- 
abip  of  the  property  but  to  ita  enatence,  and  aff ecta  aurrounding  aite  values,  but  not  that 
of  ita  own  site. 
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the  deductible  factors  remain  unchanged,  the  residuum 
must  be  increa£ied.  The  Lumsden  case,  decided  by  the 
House  of  Lords,  July  20,  1914,  showed  that  even  when 
there  was  admitted  to  have  been  no  increase  in  the 
value  of  the  site,  Increment  Duty  might  nevertheless  be 
payable.  The  Government  promised  to  remedy  this 
unforeseen  defect,  by  means  of  a  one-clause  bill  limiting 
the  duty  to  cases  in  which  the  bare  site  had  really  in- 
creased in  value.^  The  outbreak  of  the  war  temporarily 
shelved  the  proposal,  but  the  promise  has  never  been 
withdrawn,  and  meanwhile  no  duty  is  being  assessed  in 
such  cases. 

The  published  figures  of  the  results  of  the  valuation 
are  very  meagre.  In  the  first  place  the  number  of 
hereditaments  included  in  provisional  valuations  made 
in  Great  Britain  up  to  31st  May,  1914,  was  only  7,952,- 
111  out  of  a  total  of  approximately  10,500,000.  The 
area  valued  by  the  end  of  the  fiscal  year  1913-14  was 
35,466,901  acres,  which  equals  only  63%  of  the  total 
area  of  Great  Britain.  The  geographical  distribution 
of  this  land  is  not  indicated,  nor  its  classification  as 
agricultural  or  urban.  Up  to  June  30,  1914,  273,720 
valuations  had  been  serv^  in  Scotland,  being  about 
two-thirds  of  the  total  niunber  of  hereditaments.  The 
figures  for  Ireland  are  not  published,  except  the  number 
of  provisional  valuations  made,  which  was  stated  by 
Mr.  Lloyd  Geoi^  in  the  House,  June  22,  1914,  to  be 
204,000,  while  there  remained  120,000  to  be  served  in 
cities,  towns  and  urban  districts. 

1  See  H.  C.  Debates.  May  4. 1914,  colamn  27.  At  fizvt  the  Government  had  main- 
tained that  thiB  was  not  a  defect  at  all,  and  tried  to  Justify  the  special  taxation  of  profits 
obtained  from  selling  land  "  for  more  than  it  is  worth  at  the  time  "  on  the  groond  that  it 
was  a  "  special  gain  incident  to  the  ownership  of  land  **  and  therefore,  apparently, 
unlike  other  commercial  transactions.  Cf.  White  Paper  Instructions,  21  January,  1911, 
H.  C.  Paper  288  (1911) ;  and  the  letter  of  Mr.  Lloyd  George  and  speech  of  Mr.  Finky 
quoted  by  Mr.  Harold  Cos  in  the  Edinburgh  Reyiew,  July,  1913.  p.  248.  Such  a 
practice  would  entirely  alter  the  principle  of  the  increment  duty,  and  have  far-reaching 
consequences  in  discouraging  building  and  raising  rents. 
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The  aggregate  "  Total  Value  "  ^  on  March  31,  1914, 
excludmg  minerals  >  was  £2,953,412,359.  This  would 
indicate  a  total  for  Great  Britain  of  about  £4,000,000,- 
000,  if  the  same  average  per  hereditament  should  be 
maintained.  As  a  matter  of  fact  the  hereditaments 
valued  have  increased  year  by  year  in  both  area  and 
value.    The  averages  are  as  follows:  — 

Atm      Total  Vftloe 
Ymi  (Aoni)     Per  Acre  (£) 

On  or  before    March  31,  1911 0.7  246 

In  year  ended      "      31, 1912 1.8  283 

"     "        "  "      31,  1913 4.7  418 

"     "       "  "      31,1914 6.9»  459 

There  is  a  striking  contrast  between  the  averages  for 
England  and  Wales  and  those  for  Scotland.  While  the 
average  area  in  the  former  is  3.95  acres,  and  the  average 
value  £417,  the  average  area  in  Scotland  is  11.8  acres, 
but  the  value  only  £298.  The  figures  for  1913-14, 
which  exclude  mineral  valuations,  are:  England  and 
Wales,  5.1  acres,  £485;  Scotland,  16.7  acres,  £322. 
The  value  per  acre  seems  to  be  five  times  as  great  in 
England  as  in  Scotland.  It  would  be  interesting  to 
know  how  much  of  this  is  due  to  the  Scotch  sjrstem  of 
feu  duties. 

As  regards  minerals,  up  to  31st  March,  1914,  the  area 
of  land  included  in  the  provisional  valuations  was 
579,417  acres,  and  the  aggregate  total  value  £5,077,979, 
of  which  469,154  acres  and  £4,724,491  were  in  England 
and  Wales,  the  rest  in  Scotland.  The  value  per  acre  is 
approximately  three  times  as  great  in  the  southern 
kingdom  as  it  is  in  the  northern  one. 

>  Total  Value  m  rougfaly  market  value,  disregaidiDg  the  capital  Talue  of  perpetual 
rente. 

*  Fixed  ohargee  on  land  are  also  deducted. 

*  Excluding  mineral  valuatiooa. 
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On  the  whole  the  valuation  department  seems  to  have 
been  fairly  successful  in  attaining  accuracy  in  all  cases 
where  there  is  no  room  for  dispute  as  to  what  the  law 
requires  to  be  included  in  value.  Most  objections  by 
owners  are  settled  without  a  hearing  before  a  referee; 
the  total  niunber  of  appeals  against  provisional  valua- 
tions decided  by  referees  up  to  March  31,  1914,  was 
only  98,  in  respect  of  420  hereditaments.  In  addition, 
544  cases  were  withdrawn  or  otherwise  adjusted,  and 
920  appeals  remained  unsettled  on  that  date.  The 
total  number  of  hereditaments  which  had  been  the 
subject  of  notices  of  appeal  was  only  11/lOOths  of  1  % 
of  the  number  of  hereditaments  valued.  This  propor- 
tion will  be  considerably  increased  by  the  recent  deci- 
sions, especially  as  during  the  war  the  sixty  days  allowed 
for  appeals  is  not  deemed  to  run. 

It  is  interesting  to  note  that  not  all  the  appeals  were, 
as  one  would  expect,  for  an  increase  in  assessable  site 
value,  in  order  to  reduce  as  far  as  possible  any  future 
taxable  increment.  Some  owners  evidently  feared  that 
a  direct  tax  on  site  values  would  soon  be  introduced,  and 
therefore  wished  to  be  assessed  on  a  low  valuation. 

But  tho  the  valuers  have  been  sidlled  and  conscien- 
tious, their  task  has  in  many  cases  been  too  difficult  for 
them.  It  is  comparatively  easy  to  agree  on  a  value  for 
any  single  item  in  the  vast  number  of  physical  and  legal 
factors  which  go  to  make  up  the  market  value  of  an 
estate,  if  the  item  to  be  valued  can  be  defined.  But  it  is 
a  different  matter  to  assign  each  one  of  these  factors  to 
the  site  or  to  improvements  in  such  a  way  as  to  conform 
to  any  generally  accepted  canon  of  taxation. 

Most  of  the  difficulty  has  been  in  the  valuation  of 
agricultural  land,  which  is  not  surprising,  in  view  both 
of  the  confused  provisions  of  the  law  and  the  inherent 
impossibility,  for  the  vast  majority  of  British  farms,  of 
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separating  any  real  prairie  value  from  the  value  added 
by  the  expenditure  of  labor  and  capital.  In  cases 
brought  before  the  coiuls  it  has  been  decided  that  live 
hedges  are  improvements,  but  dykes  and  stone  boun- 
dary walls,  and  sea  walls  not  connected  with  buildings, 
are  part  of  the  site;  ^  that  the  value  of  growing  grass 
must  be  deducted  to  arrive  at  full  site  value,  but  the 
value  of  unexhausted  manures  and  tillages,  and  the  in- 
creased value  due  to  the  fact  that  land  had  been  laid 
down  to  grass  by  the  tenant,  must  not  be  deducted;  * 
that  in  some  cases  private  roads  used  in  connection  with 
buildings  are  deductible  improvements,  but  other  roads, 
not  so  used,  or  not  deserving  to  be  considered  ''  struc- 
tures,'' are  not  deductible.  Similarly  it  seems  that 
drains  and  water  supply  connected  with  houses  must  be 
considered  as  non-existent  for  the  purpose  of  estimating 
site  value,  but  land  drains,  culverts,  dykes  and  ditches 
in  the  fields  are  existent;  and  that  wood  and  wire 
fences  about  the  homestead  must  in  like  manner  be 
distinguished  from  wood  and  wire  fences  elsewhere  on  a 
farm. 

The  separate  valuation  of  the  site  value  or  prairie 
value  of  agricultural  land  with  any  approach  to  accuracy 
is  nearly  impossible,  since  the  cost  of  improvements  — 
even  when  it  can  be  ascertained,  and  a  suitable  allow- 
ance made  for  interest — bears  no  certain  relation  to  the 
increase  in  value  resulting  from  them,  nor  to  the  loss 
that  would  be  occasioned  by  their  removal.*  More- 
over, the  smaller  the  unit  of  valuation,  the  less  will  be 
the  difference  in  its  value  occasioned  by  the  presence 
or  absence  of  buildings  and  other  improvements,  for  a 
small  farm  may  often  be  added  to  an  adjoining  estate 

>  Exeoaton  of  Waite  ▼.  Comminioiken  ([1914)  3  K.  B.  106). 

>  ComminioiMn  ▼.  Smyth  (110  Timei  Law  R«pQrto,  810). 

>  The  Britiah  tax  attampU  to  esampt  the  actual  vahie  of  capital  inTcsted;  the 
German  tax  exempts  capital  ezpenditore,  whether  profitable  or  not. 
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and  not  require  much  extra  expenditure  of  capital, 
whereas  a  large  farm  must  be  fully  equipped  by  itself. 
Any  tax  on  pure  land  values  would  fall  heaviest  there- 
fore on  the  smallest  farms. 

Besides  being  so  extremely  difficult,  the  separate 
valuation  of  agricultural  property,  except  in  the  near 
vicinity  of  growing  cities,  is  practically  useless  for  the 
purpose  of  taxing  the  increment.  Increment  on  such 
land  is  very  uncommon,  and  when  it  occurs  is  very  slow 
and  uncertain,  being  usually  due  to  changes  in  prices, 
not  to  the  activities  of  the  government  or  the  increase  in 
local  population.  Few  persons  have  been  so  bold  as  to 
suggest  taxing  the  farmers  of  England  on  their  recovery 
from  the  agricultiu^  depression,  and  in  fact  the  act 
specifically  exempts  land  with  no  other  than  agricultural 
value.  Neither  is  the  valuation  of  rural  land  of  any  use 
for  the  Undeveloped  Land  Duty;  and  as  for  the  Rever- 
sion and  Minersd  Rights  Duties,  neither  of  them  de- 
pends on  the  general  valuation  at  all. 

In  addition  to  ascertaining  the  value  of  all  land  in  the 
kingdom  as  on  April  30,  1909,  the  Valuation  Depart- 
ment must  make  a  valuation  on  every  occasion  of  a 
transfer  by  sale  or  gift  or  by  a  lease  for  more  than 
fourteen  years,  or  on  the  death  of  an  owner.  In  the 
case  of  sales  and  leases  the  various  values  are  deduced 
from  the  price  or  rent  reserved.  At  the  termination 
of  a  lease  of  over  twenty-one  years  the  value  of  the 
property  must  be  calculated  for  the  purpose  of  assess- 
ing Reversion  Duty,  both  as  it  actually  is  and  as  it  was 
at  the  beginning  of  the  lease.  Moreover  the  depart- 
ment values  licensed  properties  for  taxation  and  com- 
pensation under  the  Licensing  Act,  and  occasionally 
does  other  work  for  other  branches  of  the  government. 

It  is  almost  needless  to  say  that  the  cost  of  these 
valuations  is  very  great.    The  total  expenditure  was 
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stated  by  Mr.  Montagu,  in  the  House  of  Commons, 
April  1, 1914,  to  have  been  £2,178,397  up  to  that  date, 
and  the  estunate  for  the  ensuing  year  was  £843,614.^ 
It  is  not  likely  that  this  estimate  was  too  high,  as  the 
Government  has  never  erred  on  the  side  of  caution 
with  respect  to  either  the  expenses  or  the  receipts  of  the 
land  values  duties. 

The  cost  of  valuation  in  1913-14,  and  the  estimate  for 
1914r-15  were  made  up  as  follows :  — 

DvAKmnr  1918-14  1914-15 

Inland  Revenue £669,500  £761,718 

Valuation  Office,  Ireland 16,400  17,396 

Office  of  Works  (for  office  lent)  . .  20,000  20,000 

Rates  on  Gk>yenunent  Buildings  .  4,500  4,500 

Stationery  Office  (for  printing,  etc.)  15,000  15,500 

Post  Office  (for  postage)   20,500  24,500 

£745,900*  £843,614 

Adding  the  last  sum  to  the  cost  up  to  April,  1914,  will 
give  £3,022,011  as  the  cost  to  the  end  of  March,  1915. 

The  number  of  officials  employed  in  the  Valuation 
Department  on  March  31,  1913,  was  4151,  their  sala- 
ries amotmting  to  £492,626  per  annum.*  These  figures 
had  risen  by  January  1,  1914,  to  4641  and  £544,157 
respectively.  Of  the  employees  at  the  latter  date,  315, 
with  salaries  totalling  £131,216,  were  classed  as  '^  per- 
manent." * 

The  land  values  duties,  tho  expected  to  have  bene- 
ficial social  effects,  were  nevertheless  introduced  with 
the  expectation  of  yielding  a  large  revenue;  and 
certainly  nothing  but  a  very  large  revenue  could  justify 

>  Mr.  Montacu.  April  6. 1914  (H.  C.  Debates,  April  6,  1914,  column  1636). 

s  Mr.  lioyd  George's  estimate  had  been  only  £680,000  (H.  C.  Debates,  April  17, 
1913,  column  2125). 

>  H.  C.  Debates,  April  28, 1913,  column  811. 

*  H.  C.  Debates,  February  17, 1914.  column  782.  It  is  expected  that  the  number 
employed  wiU  be  reduced  by  1700  durinc  the  present  fiscal  year. 
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them  as  a  fiscal  measure,  considering  their  cost  not  only 
to  the  administration  but  also  to  individual  land* 
owners.  The  latter  item  has  been  estimated  as  high  as 
a  million  pounds  a  year/  and  is  certainly  a  very  con- 
siderable sum.    What  revenue  has  in  fact  resulted  ? 


II.  The  Fiscal  Yield 

(1)  Let  us  first  consider  the  Increment  Value  Duty. 
This  from  its  nature  would  require  some  time  to  get 
into  full  running  order,  as  it  strikes  only  increment 
accruing  after  April  30,  1909.  Nevertheless  it  was 
expected  to  produce  a  fair  revenue  in  three  or  four 
years  at  the  most.  I  append  the  budget  estimates  for 
each  year,  and  the  amount  actually  received:  — 

Year  1910-11       1911-12       1919-18       IMd-U       1914-15 

Budget  estimate   £20,000    £50,000    £30,000    £20,000    £55,000* 
Net  receipt  127        6,127       16,981       34,199 

Totfd  net  receipt,  1910-1914:  £57,434 

The  Increment  Duty  is  technically  a  stamp  tax. 
Each  year  the  particulars  of  some  150,000  to  200,000 
transactions  involving  land  must  be  sent  in  to  be 
stamped.  The  number  of  units  of  valuation  in  respect 
of  which  "  occasion  "  valuations  were  made,  based  on 
the  information  thus  received,  was  316,721  in  the  year 
1913-14,  besides  8391  in  Ireland.  The  proportion  of 
assessments  of  duty,  as  compared  with  the  number  of 
valuations,  was  very  small,  being  1.8%  in  Scotland  and 
0.9  %  in  England  and  Wales;  but  the  proportion  for  all 
valuations  in  Great  Britain  from  1910  to  1914  was  only 
0.57%. 

1  Mr.  B.  Roydi,  in  the  Houm  of  Commona,  June  20, 1912,  And  acain  June  2i,  1914. 
Of.  wiovi  publioations  by  the  Lftnd  Union  for  the  detaik  of  particular  cases. 

>  Mr.  lioyd  George,  in  House  of  Commons,  May  14, 1914. 
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The  number  of  assessments  in  1913-14  was  3080, 
excluding  minerals,  and  the  average  amount  of  duty- 
assessed  was  in  Scotland  £47,  in  England  and  Wales  £14. 
The  average  taxable  increment  in  Great  Britain  was 
only  £85,  which,  taken  in  connection  with  the  figures 
in  the  preceding  paragraph,  shows  that  land  is  not  such 
a  profitable  investment  as  the  single-taxers  would  have 
us  believe.^  The  average  taxable  increment  discovered 
by  all  the  valuations  made  for  this  purpose,  1910-14, 
was  less  than  ten  shillings.  There  were  also  in  1913-14, 
61  assessments  in  respect  of  minerals,  averagpbg  £29 
each. 

The  cost  occasioned  to  landowners  by  this  duty  is 
considerable,  whether  or  not  they  are  called  upon  to 
pay  anything  to  the  state.  The  usual  solicitor's  fee  is 
a  guinea  for  getting  the  papers  stamped,  and  this  item 
alone  probably  exceeds  the  net  receipt  of  the  tax.  In 
addition  the  delay  in  assessing  the  duty  is  very  annoy- 
ing, but  possibly  this  will  disappear  when  the  original 
valuation  is  completed. 

(2)  The  second  of  the  land  values  taxes  is  the  Rever- 
sion Duty,  a  tax  of  10%  on  the  benefit  to  a  landlord 
derived  from  the  expiration  of  a  lease,  of  twenty-one 
years  or  more,  of  property  (not  merely  the  site)  which 
has  risen  in  value.  This  requires  two  valuations  on 
each  occasion,  viz :  the  value  as  at  the  grant  of  the  lease, 
ascertained  by  reference  to  the  rent  reserved  and  other 
payments  made  in  consideration  of  the  lease,  and  the 
value  at  the  determination  of  the  lease  estimated  in  the 
usual  manner.  The  two  most  important  judicial  de- 
cisions affecting  this  duty  are  that  in  the  case  of  Earl 
Fitzwilliam,^  which  was  to  the  effect  that  the  value  of  a 

1  In  IreUmd,  owing  to  the  different  vyetem  of  luid-ncietiy,  partieulan  are  not 
required  of  every  transfer.  The  i>roportion  of  iimfiniente  to  the  total  number  of  trana- 
fera,  exdodins  tranafera  on  the  oooaaion  of  a  death,  waa  about  1.7% ;  the  arerage  duty 
I  about  £10. 


*  83  Law  Journal  Reporta,  1076. 
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public-house  license  must  be  included  in  the  value  of  the 
reversion;  and  that  in  the  Marquis  of  Camden's  case/ 
which  decided  that  ''  payments  made  in  consideration 
of  the  lease  "  were  not  only  those  paid  to  the  lessor^  but 
might  also  include  sums  expended  on  buildings  or  other 
improvements.  It  is  of  course  obvious  that  a  lessor  who 
expects  to  receive  a  good  building  at  the  expiration  of 
the  lease  will  be  willing  to  grant  a  corresponding  reduc- 
tion in  the  annual  rent.  These  cases  and  others  caused 
much  delay  in  the  collection  of  the  duty,  which  was  also 
hindered  in  its  operation  by  the  fact  that  the  general 
land  valuation  was  not  completed.  Its  estimated  and 
actual  yields  are  as  follows:  — 

Year  1910-11      1911-12       1912-13       1913-14        1914-15 

Budget  estimate     £90,000  £50,000  £125,000  £100,000  £130,000 
Net  receipt  257     22,621       47,974      80,435 

Total  net  receipt,  1910-1914:  £151,2S7 

The  number  of  accoimts  rendered  for  this  duty,  up  to 
March  31,  1914,  was  7443,  plus  129  in  Ireland.  The 
number  of  accounts  dealt  with  by  the  Valuation  De- 
partment was  5224.  The  number  of  assessments  to 
duty  was  3562,  plus  30  in  Ireland,  and  the  duty  as^ 
sessed  £216,486  and  £4609  respectively.  The  fact  that 
nearly  one-third  remained  unpaid  was  ascribed  by  the 
Commissioners  to  the  decision  in  the  Camden  case. 

The  number  of  valuations  for  Reversion  Duty  made 
in  the  year  ended  31st  March,  1914,  was  2405  in  Great 
Britain  and  24  in  Ireland.  The  '' aggregate  value  of 
benefit  accruing  to  lessors"  was  £1,S40,592  in  the 
former  and  £18,407  in  the  latter.*  The  average  benefit, 
disregarding  minus  quantities,  from  the  beginning  up 
to  31st  March,  1914,  was: — 

1  90  Timea  Law  Reports.  681. 

'  In  some  oases  there  was  a  loss,  not  a  gain. 
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England  and  Wales   £914 

Scotland 211 

Ireland  500 

The  principle  of  the  Reversion  Duty  seems  to  be  jus- 
tified in  a  country  like  England,  where  long  leases  of 
urban  lands  are  so  common;  since  in  many  cases  the 
landlords  receive  in  their  reversions  much  greater  values 
than  they  have  either  expected  or  deserved.  It  has 
been  suggested,  however,  that  taxing  the  lessor  on  his 
reversion  should  involve  also  freeing  the  lessee  from  his 
present  burden  of  income  tax  on  wasting  assets,^  for  as 
the  end  of  the  lease  approaches  the  lessee  is  now  taxed 
on  capital  which  is  passing  from  his  control.  But  I 
suspect  that  most  shrewd  business  men  run  their  busi- 
ness with  the  conditions  of  the  lease  in  mind,  and  what 
they  lose  here  they  make  up  by  paying  less  rent  or 
spending  less  on  repairs. 

As  the  law  now  stands  there  are  several  ways  in  which 
this  duty  may  be  evaded.  The  simplest  is  by  arrang- 
ing for  a  series  of  twenty-year  leases  instead  of  one 
longer  one.  Another  way  is  to  demise  the  reversion,  for 
a  period  of  less  than  twenty-one  years,  to  a  third  party 
who  will  then  cede  it  back  to  the  lessor.  It  is  also  pos- 
sible to  minimize  the  taxable  benefit  by  stating  in  the 
lease  that  the  expenditure  of  the  tenant  on  repairs  is 
part  of  the  consideration.* 

Other  methods  of  evasion  not  so  dependent  on  l^al 
jugglery  are  to  build  more  cheaply  or  to  spend  less  on 
maintenance,  so  that  the  value  of  the  reversion  will  be 
less,  while  a  higher  annual  rent  is  paid.  Or  else  a  very 
long  lease  can  be  granted  which  will  postpone  the  pay- 
ment, and  only  in  a  very  few  cases  will  the  increase  in 
site  value  be  great  enou^  to  offset  depreciation  and  the 

>  J.  C.  stamp,  in  Eoonomio  Review,  July,  1911. 

*  Cf.  artide  by  W.  J.  L.  Ambrote  in  Law  Quarterly  Reyiew,  April  and  July,  1914. 


Digitized  by  LjOOQIC 


808  QUARTERLY  JOURNAL  OF  ECONOMICS 

saving  in  interest.  Probably  this  duty  will  have  no 
effect  on  occupier's  rent,  as  the  total  payments,  actual 
and  anticipated,  by  the  builder  will  not  be  appreciably 
increased.  There  will  be  a  slight  tendency  for  land- 
owners to  demand  more,  and  their  demand  may  be 
effective,  since  by  building  for  themselves  they  might 
escape  the  duty.  But  as  few  landowners  would  actu- 
ally be  willing  or  able  to  build,  and  as  the  duty  is  a 
future  one  and  uncertain  in  amount,  frequently  being  no 
more  than  a  tax  on  windfall,  little  increase  in  ground 
rents  need  be  anticipated  on  this  account.  The  duty 
may,  however,  be  expected  to  check  leasehold  enfran- 
chisement, since  it  is  payable  on  the  purchase  of  a 
reversion  by  a  head  lessee,  or  on  the  purchase  of  a  lease 
by  the  reversioner,  and  again  when  a  sub-lease  det^- 
mines. 

(3)  The  total  area  of  undeveloped  land  included  in 
valuations  made  up  to  March  31,  1914,  was  942,115 
acres,  of  which  some  800,000  acres  have  been  assessed  to 
the  Undeveloped  Land  Duty.  Its  assessable  site  value, 
before  making  allowances,  was  £182,612,826.^  The 
bulk  of  the  land  liable  to  this  duty  has  now  been  valued, 
tho  with  what  precise  conformity  to  law  remains  to  be 
seen. 

The  Finance  Act  required  that  undeveloped  land 
duty  for  any  year  be  assessed  within  three  years  of  its 
close.  This  has  hitherto  proved  impossible,  and  in  con- 
sequence a  certain  amoimt  of  duty  has  been  lost  for  both 
1909-10  and  1910-11.  The  exact  figures  cannot  be 
given,  because  in  any  case  there  would  have  been  a  large 
exemption  of  land  that  was  restricted  by  agreements  in 
force  April  30, 1909.  The  proportion  of  land  so  restricted 
has  naturally  declined,  being  31  %  in  the  year  1913-14. 
The  assessment  and  collection  of  this  duty  have  been 

>  IB  Inknd  than  w«ra  28.410  mni,  with  •  ate  viOue  oC  £4,178.630. 
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suspended  from  the  end  of  February,  1914,  because  of 
the  judgment  in  Commissioners  t^.  Smyth,  which  upset 
the  practice  of  the  department  in  maJdng  valuations  of 
agricultural  land. 

The  duty  assessed  before  March  31,  1914,  for  each 
year  was:  — 

Year  Gnat  Britain  Inlaiid 

1909-10 £126,472  £4,914 

1910-11 174,714  5,148 

1911-12 203,548  5,128 

1912-13 219,270  5,109 

1913-14 143,902  3,268 

The  first  two  years'  figures  are  now  complete. 
The  budget  estimates  and  actual  net  receipts  are  as 
follows:  — 

1910-11   1911-12    1919-18    1913-14   1914-16 

Budget  estimateB  £280,000^  £200,000  £100,000  £325,000>  £230,000* 
Netxeoeipt  2,351        28,947      97,852    274,916 

Totfd  net  receipt,  1910-1914:  £404,066 

The  object  of  this  tax  is  to  force  unused  land  into  the 
market,  in  the  hope  of  reducing  rents  or  improving 
housing  accommodations.  But  there  is  little  reason  to 
believe  that  land  capable  of  being  used  has  been  held 
out  of  the  market  to  any  significant  extent.  Estate 
agents  and  others  who  have  practical  experience  with 
land  are  nearly  unanimous  in  declaring  that  such  is  not 
the  case.  In  fact  there  is  good  reason  to  believe  that 
owners  as  a  rule  are  only  too  anxious  to  sell,  and  that 
unless  terrified  by  hostile  legislation  or  threats  of  legis- 
lation builders  are  able  and  inclined  to  build  even  more 
than  is  required.  Every  year  an  allowance  of  seven  or 
eight  million  pounds  must  be  made  from  gross  income 
assessable  to  income  tax,  in  respect  of  empty  property. 

1  Includes  £140.000  aman.  *  Indndfls  £100,000  airean. 

«  Indndfls  £240.000 1 
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It  is  difficult  to  believe  that  more  than  a  very  small 
proportion  of  this  can  be  simply  due  to  arbitrariness 
on  the  part  of  the  owner.  It  is  merely  an  indication 
that  building  is  continually  carried  up  to  the  mar^ 
of  profit,  and  that  it  is  not  the  cost  of  land  that  deter- 
mines the  profit;  for  obviously,  after  a  building  is 
erected,  the  cost  of  land  cannot  affect  the  tenant's 
rent.  On  the  contrary  it  is  the  rent  anticipated  that 
determines  the  value  of  land.  Wherever  the  value  so 
determined  is  reasonably  large,  the  landowner  is  under 
a  constant  pressure  to  seU,  in  order  to  realize  his  in- 
come. If  he  does  not,  his  reasons  are  as  likely  to  be 
good  as  bad.  If  he  awaits  a  further  rise  in  value,  is  it 
not  to  the  public  advantage  that  all  land  should  be 
devoted  to  its  best  use?  If  he  wishes  to  keep  the  land  as 
a  garden,  that,  too,  frequently  benefits  the  public. 
Moreover  all  the  land  fit  to  build  on  cannot  be  built  on 
at  once,  for  there  would  not  be  enough  people  to  occupy 
the  buildings. 

This  duty  is  equivalent  to  a  tax  of  about  4%  on  the 
use  of  potential  building  land  for  any  purpose  othar 
than  those  specifically  exempted  in  the  law.  For  the 
reasons  just  mentioned  it  cannot  be  avoided  to  any 
great  extent  by  building,  except  perhaps  by  building 
cheap  or  temporary  structures,  and  the  main  burden 
must  fall  on  the  owners.  Since,  however,  it  is  not  a  per- 
manent burden,  it  will  not  be  capitalized  in  the  usual 
manner  of  land  taxes,  altho  it  will  temporarily  reduce 
the  selling  price.  And  in  fact  it  seems  to  have  had  that 
effect. 

(4)  The  Mineral  Rights  Duty  has  nothing  whatever 
to  do  with  the  land  valuation.  The  Reversion  Duty, 
tho  not  directly  dependent  on  the  Domesday  valuation, 
is  probably  made  easier  to  administer  by  it;  and  at  all 
events  it  depends  on  the  activity  of  the  Valuation  De- 
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partment.  But  the  Mineral  Rights  Duty  is  simply  an 
additional  income  tax  of  one  shilling  in  the  pound  on  the 
rental  value  of  all  rights  to  work  minerals  and  of  all 
mineral  wayleaves.  On  this  point  Mr.  lioyd  George 
stated  in  the  House  of  Commons:  ^  '^  I  agree  that  the 
Mineral  Rights  Duty  is  not  a  subject  of  valuation.  .  .  . 
It  would  not  be  fair  to  use  that  for  the  purpose  of  prov- 
ing that  land  valuation  costs  less  than  the  yield  of  the 
land  taxes.'' 

The  Mineral  Rights  Duty  is  assessed  on  the  pro- 
prietor or  on  the  immediate  lessor;  the  latter  may 
make  a  proportionate  deduction  from  the  rent.  It  is 
not  charged  on  conmion  clay,  earth,  sand,  chalk,  lime- 
stone, or  gravel.  Minerals  are  not  subject  to  Unde- 
veloped Land  Duty,  nor  to  Reversion  Duty  so  long  as 
they  are  being  worked.  Increment  Duty  is  much 
modified  in  its  application  to  minerals,  being  based  on 
the  excess  of  actual  rental  value  over  8  %  of  the  capital 
value  of  the  minerals  on  April  30,  1909. 

As  a  tax  this  duty  is  fairly  satisfactory,  both  in  prin- 
ciple and  in  results.  There  is  much  to  be  said  in  favor  of 
the  state's  sharing  in  the  profits  of  exploiting  natural 
deposits,  provided  enough  is  left  to  stimulate  private 
enterprise.  The  tax  was  easily  administered,  and  soon 
reached  a  normal  condition.  The  net  receipt  has 
been: — 

1910-11 £508,290« 

1911-12 436,193 

1912-13 273,916» 

1913-14 345,343 

The  estunate  for  1914-15  was  £310,000. 

This  duty  resembles  the  others  in  one  respect:  it  has 
su£Fered  in  the  coiuls.  The  cases  of  the  Duke  of  Beau- 

1  H.  C.  Debates,  Ubj  14, 1914*  oolumn  1354. 

s  Inoltidce  duty  for  1009-10. 

*  Reduction  wm  due  to  (a)  delay  in  aaseaement,  (b)  ooal  strike,  (e)  judicial  dedeione. 


Digitized  by  LjOOQ IC 


812  QUARTERLY  JOURNAL  OF  ECONOMICS 

fort  t;.  The  Commissioners,  and  of  the  Marquess  of 
Anglesey  r.  The  Commissioners,^  decided  that  Income 
Tax  must  be  deducted  before  reckoning  the  Mineral 
Rights  Duty.  In  consequence  a  large  amount  had  to 
be  repaid,  and  the  revenue  from  this  source  suffered  a 
permanent  diminution  of  some  6  %.  The  tax  differs  so 
greatly  from  the  others  in  the  group  that  it  should  be 
considered  separately;  and  hereafter  when  I  speak  of 
the  '*  land  values  duties/'  this  one  will  not  be  included. 
The  total  net  receipt  from  the  three  duties  dependent 
on  valuation  was  £612,787  up  to  March  31,  1914;  *  the 
cost  of  valuation  and  collection  was  £2,178,397. 

In  extenuation  of  this  amazing  deficit  it  is  maintained 
that  the  work  of  the  Valuation  Department  has  justified 
its  existence  by  increasing  the  yield  of  the  Death  Duties. 
From  April  1, 1910,  to  March  31, 1914,  the  official  valua- 
tion of  real  property  passing  on  death  averaged  6.16  % 
greater  than  the  valuation  brought  in  by  the  accounting 
parties.*  In  Ireland,  during  the  period  from  September 
1, 1910,  to  March  31, 1914,  the  increase  averaged  5.26  % 
of  the  total  value  of  real  prop^y  passing  on  death. 

But  there  are  three  reasons  why  the  present  Valuation 
Department  cannot  be  given  all  the  credit  for  this. 
(1)  The  department  charg^  with  collecting  death 
duties  has  always  succeeded  in  increasing  the  valuations 
of  estates.  To  quote  the  fifty-seventh  report  of  the 
Commissioners  of  Inland  Revenue  (p.  146) :  "  Prior  to 

>  [1913]  3  K.  B..  48. 

*  Between  April  1, 1914.  aad  March  31. 1915.  the  •mount  paid  into  the  tnuary  on 
account  of  the  Land  ValiM  Dutiee.  including  the  Mineral  Rights  Duty,  was  £412.000. 
Duxing  the  previous  year  it  was  £715.000.  No  details  are  available  for  the  separate 
duties,  but  it  seems  likely  that  the  duty  on  minerals  fumlahed  the  greater  part  of  the 
amount.    The  estimate  for  191&-16  is  £360.000. 

t  This  figure  is  really  too  favorable,  as  the  early  valuations  included  sdeeted  prop- 
erties of  which  the  department  had  notice  in  1909-10,  which  yielded  a  more  than  aver- 
age increase.  Of.  the  fifty -eeventh  report,  p.  146.  The  proportion  in  1913-14  was 
5.18%,  in  Ireland  5.28%. 
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the  introduction  of  expert  valuers  in  the  spring  of  1909,^ 
the  increase  obtained  by  the  then  existing  organization 
was  an  average  of  3%  upon  the  whole  real  property 
passing."  (2)  The  department  was  so  reorganized  in 
the  spring  of  1909,  a  whole  year  before  the  passing  of 
the  Finance  Act,  that  at  a  trifling  cost  it  performed  the 
necessary  valuations  nearly  as  well  as  now.  The 
department  thus  reorganized  was  described  by  Mr. 
lioyd  George  in  the  House  of  Commons,  October  29, 
1909,  as  being  '^  efficient " ;  and  the  report  of  the  Com- 
missioners of  Inland  Revenue  for  1909-10  attributes  to 
it  a  ^^  substantial  increase  "  in  the  yield  of  the  duties.* 
(3)  The  land  values  duties,  by  reducing  the  value  of 
land,  especially  in  cities,  have  diminished  the  value 
of  property  passing  on  death  and  consequently  the 
yield  of  the  death  duties.  The  extent  of  this  effect  can- 
not be  ascertained,  but  that  it  is  so  seems  indisputable, 
both  on  the  grounds  of  theory  and  from  the  testimony 
of  landowners.  Even  if  land  values  were  previously 
over-estimated,  as  was  frequently  the  case,  they  at  least 
paid  higher  death  duties  on  that  account. 

However  the  apologists  for  the  Valuation  Department 
do  not  attribute  to  it  an  increase  of  more  than  £900,000 
in  the  yield  of  the  death  duties  up  to  March  31,  1914, 
and  £325,000  for  the  ensuing  year.  Adding  this  to  the 
land  value  duties,  but  excluding  of  course  the  Mineral 
Rights  Duty,  we  still  find  a  deficit  of  £665,000  on  April 
1, 1914,  or  an  estimated  deficit  of  £770,000  on  the  same 
date  in  the  present  year.  As  far  as  can  be  estimated 
from  the  weekly  reports  of  the  Treasury,  the  deficit 

>  ItalioB  my  own. 

t  Amoantms  in  one  week  to  over  £100,000.  Cf.  Hooee  of  Commons  Debates, 
Oetober  M,  1900.  In  fset,  ss  fsr  ss  proportions  go  tbe  incresse  was  apparently  greater 
under  this  airangement  than  it  has  been  sinee,  lor  it  was  only  6.10%  between  April  1, 
1010  and  ICaroh  31,  1014;  but  Mr.  Montagu  stated  in  ibe  Times,  Msy  7.  1014.  that 
from  May.  1909,  to  Marsh  81,  1014,  the  average  inereese  was  0.31%,  oC  which  he 
admitted  3%  would  have  been  obtained  anyway. 
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must  be  increased  some  £200,000  because  of  the  falling 
off  in  the  revenue  from  the  land  value  duties  since  the 
b^inning  of  the  war. 

The  taxes  brought  in  by  the  other  activities  of  the 
Valuation  Department  are  hardly  worth  mentioning. 
It  makes  valuations  for  the  stamp  duty  on  property 
passing  by  gifts  inter  vivos^  but  the  revenue  derived  in 
consequence  cannot  be  stated  and  is  certainly  small. 

There  has  been  some  talk  of  using  the  site  values 
obtained  as  the  basis  of  taxes  or  rates  on  the  sin^e  tax 
principle.  Besides  their  inherent  inaccuracies,  and 
those  due  to  the  failure  of  many  owners  to  claim  thdr 
full  l^al  rights,  these  values  are  now  six  years  out  of 
date,  and  to  use  them  for  that  purpose  would  be  ex- 
tremely unfair. 

It  is  said  also  that  the  costs  of  the  valuation  must  be 
regarded  as  a  capital  eicpenditure,  and  that  dd&cits  in  the 
first  few  years  will  not  prevent  its  being  profitable  in  the 
long  run.  There  is  some  truth  in  this  argument,  but  it 
makes  little  difference,  for  the  valuation  once  established 
is  not  perpetual.  A  revaluation  is  required  every  five 
years  for  the  Undeveloped  Land  Duty;^  and  for  the 
other  two  duties  property  must  be  revalued  evoy  time 
it  is  transferred,  or  every  fifteen  years  if  owned  by  a 
corporation.  It  is  safe  to  assert  that  after  fifteen  years 
the  worth  of  the  present  valuation  from  a  fiscal  point  of 
view  will  be  very  sligiht,  and  that  after  thirty  years  it 
will  have  no  usefulness  at  all  except  for  historical  pur- 
poses. And  in  any  case  interest  should  be  charged  on 
the  cost,  if  it  is  a  capital  expenditure.  Taking  the  most 
reasonable  estimate  of  the  net  cost,  nearly  £130,000  a 
year  will  be  required  to  pay  it  off  in  twenty-five  years 
with  interest  at  4%.    The  annual  yield  of  the  duties 

1  No  attempt  has  been  made  to  oany  out  the  fint  of  theee  Taluatione,  wlueh  was 
doe  in  1914. 
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cannot  be  expected  to  average  more  than  fl^OOO^OOO 
during  the  next  twenty-five  years,  especially  as  the  war 
will  have  a  bad  effect  on  land  values.  The  costs  of 
administration  may  run  as  high  as  £250,000,  and  can 
hardly  be  less  than  £150,000  per  annimi.^  Conse- 
quently in  the  period  from  1910  to  1940  the  cost  of 
collecting  these  duties  will  average  from  one-fourth  to 
one-third  of  their  total  amount.  The  average  cost  of  all 
duties  collected  by  the  Inland  Revenue  Department 
fluctuates  from  year  to  year  between  2  and  3^  %. 

So  far  only  the  cost  to  the  government  has  been  con- 
sidered, lliere  is  also  a  great  loss  to  landowners, 
whether  taxable  or  not.  Transactions  are  delayed  or 
prevented  by  the  fact  that  the  amount  of  duty  payable 
on  the  property  is  unknown.  Legal  expenses  are  greatly 
increased,  and  owners  also  often  find  it  necessary  to 
employ  expert  valuers  to  test  or  oppose  the  official 
valuation.  In  addition  to  these  actual  costs  there  is  the 
dread  of  more  to  come. 

III.  Some  Conclusions 

In  the  opinion  of  an  overwhelming  majority  of  build- 
ers and  dealers  in  land,  the  land  values  duties  are 
largely  responsible  for  the  remarkable  decline  in  the 
niunber  of  new  buildings  annually  erected.  They  are 
not  the  sole  cause,  for  there  is  reason  to  believe  that 
building  was  carried  to  excess  in  the  years  preceding 
1907,  and  a  reaction  would  normally  be  expected.  The 
proponents  of  the  duties  declared,  however,  that  they 
would  stimulate  building,  by  reducing  the  price  of  land. 
There  can  be  no  doubt  that  land  values  have  fallen,  and 
mortgages  and  other  forms  of  investment  in  land  have 

1  Of.  the  salaxiee  of  the  permanent  offioiale,  p.  803,  above.  It  is  impoMtble  to  get  an 
official  estimate  on  thia  point. 
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lost  their  popularity  since  the  famous  budget  was  intro- 
duced. Whether  or  not  the  values  set  on  estates  by  the 
government  valuers  were  too  low,  they  certainly  were 
the  cause  of  much  calling-in  of  mortgages,  and  builders 
have  ever  since  had  much  more  difficulty  in  obtaining 
capital.  At  the  same  time  they  require  higher  profits  to 
offset  the  increased  taxes  and  risks.  The  result  is 
shown  by  the  following  table,  compiled  from  the  Inland 
Revenue  reports  on  Inhabited  House  Duty. 


Anntjal  Incbxasb  in  ths  Numbsr  of  Prbiobbb  in  Gbbat 
Bbttain 


TewBadMl 
M«reh81 


£20  Annual  Vfthie 

1903 88,344 

1904 41,649 

1905 101,205 

1906 112,838 


1907. 
1908. 
1909. 
1910. 
1911. 
1912. 
1913. 


80,471 
79,950 
73,260 
87,181 
10,651 
80,165 
46,250 


Annual 

Average, 

56,062 


AH  Flremiaes,  EsMpt 

¥mrm  BiiiMlngw  wiA 

Cortein  Ptopttty  of 

Gorponfions 

128,701 

161,586 

149,594 

169,042 

128,998 

115,990 

112,222 

114,420 

48,959 
114,858 

73,760 


Annual 
Average, 

OfjWv 


Part  of  the  slump  shown  in  the  first  column  for  1911 
may  be  attributed  to  the  general  revaluation  of  that 
year,  which  raised  some  houses  hitherto  exempt  iato  the 
tax-pajing  class.  But  the  figures  in  the  second  column 
cannot  be  so  explained,  as  the  total  number  of  premises 
could  not  be  perceptibly  reduced  by  a  revaluation, 
and  the  last  previous  valuation,  hi  1904,  had  no  such 
effect.  According  to  the  census  of  1911,  the  number 
of  houses  uninhabited,  or  being  built,  in  proportion 
to  the  number  of  inhabited  houses,  was  the  smallest 
since  1861. 
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It  would  seem  that  the  new  taxes,  instead  of  increas- 
mg  housing  accommodation^  have  reduced  it.  It  is 
probable  that,  imless  the  single  tax  agitation  keeps  on, 
this  initial  effect  will  wear  away,  if  indeed  it  has  not 
already  done  so.  Increased  wages  and  costs  of  material 
are  certainly  to  blame  for  much  of  the  cessation  of 
building,  and  even  in  spite  of  these  obstacles  there  was  a 
revival  in  the  first  half  of  last  year.^  A  change  of 
government  would  do  much  to  reassure  builders,  even 
if  the  duties  were  not  repealed.  But  no  such  change  is 
probable  in  the  near  future,  and  the  war  upsets  all 
prophecies.* 

The  final  incidence  of  these  duties  can  never  be 
objectively  demonstrated.  Economic  reasoning  leads 
to  the  conclusion  that  the  undeveloped  land  duty  will 
probably  cause  a  good  deal  of  hasty  and  ill-planned 
construction,  such  as  we  are  so  familiar  with  in  America; 
but  that  in  the  main  it  will  fall,  or  has  fallen,  on  the 
owners  at  the  time  being  (in  1909),  by  reducing  the 
capital  value  of  the  land.  After  all  it  is  only  equivalent 
to  a  general  property  tax  rate  of  two  dollars  in  the 
thousand. 

The  Increment  Duty  and  Reversion  Duty,  in  so  far 
as  they  fall  on  unforeseen  and  unearned  increments,  will 
be  borne  by  the  recipients  of  those  increments;  in  so 
far  as  the  increment  is  anticipated  the  tax  will  also  be 
anticipated.'  There  is  also  some  danger  that  land 
developers  working  on  a  large  scale  may  be  called  on  to 
pay  increment  duty  on  part  of  their  property,  when  the 
scheme  as  a  whole  is  a  failure;  but  this  could  be  pro- 
vided against  by  amending  the  law. 

>  Cf .  Board  of  Trade  Labour  Gasette  for  a  quarterly  report  of  the  value  of  buUding 
I>laae  mnwrl  in  ninety  urban  diatiiota. 

*  The  preaent  ooaiition,  being  for  war  pupoeee  only,  haa  no  effect  on  the  lAnd 
Valoei  Datiea. 

*  Cf .  J.  C.  Stamp.  **  Hm  Inoidenoe  of  Increment  Datiea,"  in  Economic  Journal, 
June,  1913. 
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It  must  not  be  hastily  assumed  that  the  failure,  so 
far,  of  the  new  British  system  of  land  taxes  proves  that 
an  increment  duty  is  essentially  impracticable.  The 
German  local  increment  taxes  are  proof  to  the  contrary. 
The  chief  reasons  which  explain  the  lack  of  success  of 
Mr.  lioyd  George's  scheme  are  the  following: — 

1.  The  complicated  system  of  land  tenure  in  Great 
Britain. 

2.  The  fact  that  hitherto  annual  value  and  not 
capital  value  had  been  the  basis  of  taxation,  neces- 
sitating a  valuation  de  novo. 

3.  The  inclusion  of  the  whole  country  in  the  valua- 
tion which  greatly  iacreased  the  cost;  altho 
practically  no  revenue  can  be  expected  outside  of 
urban  districts. 

4.  The  great  expense  of  administering  the  tax  as  a 
national  one  instead  of  locally. 

5.  Errors  and  omissions  Iq  the  law. 

The  first  two  do  not  concern  us  Iq  the  United  States. 
The  importance  of  the  third  and  fourth  will  vary  from 
state  to  state,  and  will  be  much  modified  in  those  r^ons 
where  the  existing  valuations  are  reasonably  accurate. 
With  regard  to  the  fifth  we  should  at  least  have  the 
benefit  of  British  experience. 

In  my  opinion  the  experiment  of  an  increment  tax 
would  be  well  worth  trjdng,  if  it  could  be  kept  separate 
from  the  dangerous  and  delusive  proposals  for  taxes  on 
site  values  and  the  other  varieties  of  Single  Tax.  A  re- 
version duty  might  be  useful  in  some  parts  of  the  country 
Iq  order  to  reach  one  kind  of  iacrement,  but  we  need  no 
more  taxation  of  undiBveloped  land  than  we  already 
have  under  the  general  property  tax.  The  only  valid 
objection  to  such  a  reform  would  rest  on  its  cost  in  rela- 
tion to  the  income  derived  from  it,  a  problem  which 
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varies  from  country  to  country,  and  can  be  finally 
solved  only  by  experiment.  If  this  objection  can  be 
proved  untenable,  there  is  no  theory  of  justice  in  taxa- 
tion, so  far  as  I  am  aware,  that  does  not  logically  require 
unearned  increment  to  be  specially  taxed.^ 

Rums  S.  Tucker. 

Habvabd  Univbbsitt. 

>  Besides  the  referenoet  In  the  preceding  notes,  mention  should  be  made  of  an 
•rtiele  by  J.  C.  Stamp  in  Ccnurad's  JahrbQober  for  1912,  "  Ueber  die  Reform  der 
Gmndsteuer  in  Grossbritannien."  The  most  detailed  offieial  account  of  the  conduct  of 
the  Taluation  will  be  found  in  the  fifty-fourth  report  d  the  Commissioners  of  Inland 
Rerenoe  [Cd.  5833  (1911)]. 
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ELY'S  PROPERTY  AND  CONTRACT  * 

We  are  indebted  to  Professor  Ely  for  an  excellent  book. 
It  ought  to  prove  interesting  and  instructive  to  economists 
and  lawyers  alike;  to  economists  because  it  contains  a  careful 
and  accurate  account  of  the  leading  decisions  of  the  courts 
with  reference  to  property  and  contract  that  bear  on  economic 
discussion;  to  lawyers  because  l^al  decisions  are  treated  in 
a  broader  way  than  as  mere  precedents,  and  with  reference 
to  the  philosophical  reasons  that  underlie  the  decided  cases. 
The  book  is  to  be  particularly  commended  to  lawyers  because 
most  of  them  are  content  with  the  philosophy  of  Blackstone 
and  attend  only  to  those  changes  since  Blackstone's  day  that 
appear  in  the  decisions  of  the  courts,  where  the  fundamental 
ideas  are  rather  taken  for  granted  than  philosophically  dis- 
cussed. If  Professor  Ely's  two  volumes  were  but  printed  in 
one,  with  a  larger  page,  bound  in  law  sheep  or  buckram,  and 
with  the  citations  of  cases  at  the  foot  of  the  page  instead  of 
at  the  end  of  the  chapters,  the  book  might  pass  for  a  law 
book.  There  is  the  familiar  table  of  cases  at  the  beginning, 
and  the  list  is  long  enough  to  include  the  important  cases 
without  the  common  padding  that  enables  publishers  to 
say,  —  as  if  that  were  a  merit,  —  that  there  are  cited  so 
many  thousand  more  cases  than  have  been  cited  before.  As 
far  as  I  have  been  able  to  test  the  list,  it  includes  those  cases 
that  have  really  contributed  to  the  development  of  the  sub- 
ject, and  Professor  Ely  cites  them  with  an  accuracy  unusual 
in  a  layman.     In  an  appendix  Professor  Orth  has  made  a 

>  Property  ud  ContrMt  in  thdr  RcUtioii  to  the  I>ietribatio&  of  Weelth.  bjr 
Richard  T.  My.  Ph.  D.,  LL.  D.,  PnieaBot  of  PoUtioel  Booooiny  in  the  UnivwHty  of 
Wiaooneia,  2  vob.    The  BlaemiOen  Company.    New  York. 

8» 
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useful  collection  and  analysis  of  illustrative  cases,  which  he 
modestly  hopes  may  be  helpful  to  readers  who  desire  to  famil- 
iarize themselves  with  the  l^al  aspects  and  difficulties  in- 
volved. 

Professor  Eljr's  style  is  clear  and  perspicuous,  and  his 
vocabulary  for  the  most  part  untechnical.  Economists  ought 
to  be  able  to  understand  his  statement  of  the  law,  and  lawyers 
his  statement  of  economic  theory.  A  study  of  the  book 
ought  to  help  bring  together  two  classes  who  often  have  the 
same  problems  to  deal  with  under  different  aspects,  and  often 
fail  to  understand  each  other;  the  lawyers  looking  upon  the 
economists  as  radical,  the  economists  looking  upon  the 
lawyers  as  unprogressive.  In  fact,  as  Professor  Ely  shows, 
the  "  socialization  of  the  law  "  has  been  brought  about  chiefly 
by  decisions  of  the  courts;  and  as  this  book  itself  demon- 
strates, the  point  of  view  of  the  more  thoughtful  economists 
is  what  would  be  considered,  at  least  in  these  days,  if  not 
conservative,  certainly  far  from  radical. 

It  would  be  an  error,  however,  to  give  the  impression  that 
the  book  is  essentially  either  a  law  book  or  a  text  book.  It 
really  deals  in  a  philosophical  way  with  the  concepts  of 
property  and  contract  in  their  relation  to  the  distribution 
of  wealth.  Professor  Ely  necessarily  draws  upon  the  store 
of  judicial  decisions,  especially  those  under  the  due  process 
clause  of  the  Fourteenth  Amendment;  but  he  draws  largely 
also  on  philosophical  writers  from  Lord  Bacon  down,  nay 
from  the  author  of  Deuteronomy  to  the  present  time.  He 
has  been  influenced  especially,  as  he  frankly  acknowledges, 
by  the  Germans,  to  whom  he  frequently  refers,  especially  by 
Conrad,  Wagner,  and,  above  all,  Enies. 

Some  of  the  salient  lines  of  thought  are  as  follows.  In 
both  production  and  distribution,  man  himself  is  the  element 
of  chief  significance,  since  wealth  is  the  product  of  man's 
labor,  and  the  product  varies  with  man's  efficiency  and  wil- 
lingness to  work,  which  may  depend  largely  upon  the  dis- 
tribution of  the  product.  Society  itself  is  limited  in  what  it 
can  do  in  changing  the  laws  of  distribution,  by  the  reaction 
of  such  changes  in  distribution  on  production  considered  with 
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respect  to  quantities  and  qualities  of  wealth  produced  and  to 
the  direction  of  production.  Associations  like  the  Shakers 
completely  regulate  distribution,  but  their  product  is  so 
limited  that  the  average  income  is  not  large.  The  Amana 
Society  of  Iowa,  the  most  successful  of  existing  oommunistic 
societies,  with  a  great  deal  of  valuable  Iowa  land,  affords 
comfort  to  all,  but  of  a  meagre  sort,  scarcely  compatible  with 
a  high  civilization. 

Distribution  of  wealth  at  a  given  time  depends  upon  the 
socio-economic  order  that  then  exists.  This,  altho  the  chief 
thing  to  be  considered,  is  not  the  only  one;  others  are  im- 
portant,—  industrial  technique,  bounty  of  the  physical 
environment,  distribution  of  individual  abilities  and  apti- 
tudes. In  the  existing  socio-economic  order  there  ate  five 
fundamental  institutions  of  first  rank:  (1)  Property,  public 
and  private;  (2)  inheritance;  (3)  contract  and  its  condi- 
tions; (4)  vested  rights;  (5)  personal  conditions.  In  addi- 
tion there  are  five  fundamental  forces  of  the  second  rank: 
(1)  custom;  (2)  competition;  (3)  monopoly;  (4)  authority; 
(5)  benevolence.  It  is  these  fundamental  institutions  and 
forces  that  radical  socio-economic  reformers  desire  to  change. 
''  It  must  be  admitted,"  says  Professor  Ely,  "  that  if  the 
changes  they  desire  are  to  be  recommended,  the  socialists 
are  proceeding  in  the  right  way  to  bring  about  tiiese  changes. 
They  are  attacking  the  fundamentals,  and  no  doubt  if  the 
fundamentals  could  be  changed  they  could  change  without 
limit  the  distribution  of  wealth;  but,  on  the  other  hand,  their 
changes  might  bring  about  (a)  disastrous  results  as  to  pro- 
duction, (6)  other  evil  social  consequences."  I  quote  the 
exact  language,  because  the  whole  work  is  an  effort  to  ccHnbat 
the  proposals  of  the  radical  socio-economic  reformers  in  tiiie 
interest  of  what  the  author  thinks,  and  surely  with  reaacm, 
a  truly  conservative  view;  an  effort  all  the  more  effective 
because  intelligent  and  fair  minded. 

The  first  fundamental  institution  is  private  property.  Pri- 
vate property  is  a  complex  thing,  —  a  bundle  of  ri^ts;  an 
idea  which  is  coming  more  and  more  to  be  recognized,  and 
credit  for  which  is  given  to  a  decision  of  the  Supreme  Court 
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of  New  Hampshiie  in  1872.  The  tendency  is  toward  an  in- 
creasing public  interest  in  private  property,  but  there  is  no 
tendency  toward  an  abrogation  of  the  r^t.  To  abolish 
private  ownership  in  land  would  destroy  security  and  shake 
the  foundations  of  society,  and  while  the  author  approves  our 
American  system  of  taxation  on  the  full  selling  value  of 
land,  —  which  approximates  some  features  of  the  single 
tax,  —  he  recognizes  that  it  does  result  in  those  evils  which 
Marshall  thinks  would  result  from  a  property  tax  on  site 
values  exclusively;  it  adds  to  the  value  of  some  properties 
at  the  expense  of  others,  and  results  in  hasty  and  inappro- 
priate building.  No  one  who  has  seen  the  class  of  buildings 
caUed  ''  tax-payers  "  will  fail  to  appreciate  the  soundness  of 
this  conclusion. 

Reference  is  made  to  the  great  Vanderbilt  fortune,  bmlt 
on  the  private  ownership  of  railroad  systems,  and  to  the 
great  fortune  of  the  family  of  Thum  and  Taxis,  built  on 
the  century-long  control  of  the  postal  system  in  Germany. 
The  discrimination  of  the  author  in  his  statements  is  well 
iUustrated  by  his  calling  attention  to  the  fact  that  while  those 
fortunes  would  not  have  been  possible  if  the  American  rail- 
roads and  the  German  postal  systems  had  been  public  prop- 
erty from  the  beginning,  there  is  no  necessary  inference  that 
the  fortunes  thus  acquired  are  or  are  not  a  good  thing  for 
society.  Another  illustration  of  his  care  is  to  be  found  in 
repeated  references  to  New  Zealand,  idiich  to  the  ardent 
reformer  is  the  place  where  all  good  things  are  to  be  found, 
just  as  the  poet  thought  that  perfect  peoples  and  perfect 
kings  might  dwell  in  Mercury,  Venus  or  Mars.  Professor 
Ely  more  than  once  expresses  his  doubt  of  the  success  of  the 
New  Zealand  legislation.  And  in  general  he  remarks:  "The 
enthusiastic  reformer  must  be  cautious  in  drawing  practical 
conclusions.  It  is  at  least  conceivable  that  public  waste  and 
dvic  demoralisation  may  result  from  the  suggested  extension 
of  the  sphere  of  public  action  and  narrowing  of  the  field  of 
private  activity.  Also,  it  must  be  considered  what  use  would 
be  made  by  organised  political  society  (the  state  in  the  generic 
sense)  of  the  potential  gains  of  public  industry.     Would  a 
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better  use  be  made  of  wealth  as  a  whole  than  is  made 
now  ?  " 

The  same  thought  recuis  in  dealing  with  industrial  liberty. 
Political  restrictions,  it  is  pointed  out,  often  mean  eccHumiic 
freedom.  The  important  question  ''  so  often  overiooked  by 
the  socialists  and  their  opponents  is  this:  will  authority  be 
more  wisely  exercised  when  seated  in  government  or  when 
seated  in  private  property  ?  Will  authority  be  more  wisely 
exercised  when  it  is  political  in  nature  or  when  it  is  eoon<Hmc 
in  nature  ?  .  .  .  And  another  question  is:  will  authority 
be  more  wisely  exercised  when  it  has  a  mixed  source,  partly 
in  economic  and  partly  in  political  institutions  ?  " 

Private  property,  then,  is  an  institution  lying  at  the  foun- 
dation of  our  present  social  order,  and  not  to  be  abrogated. 
Private  property  is  the  exclusive  right  di  a  private  peroon  to 
control  an  economic  good;  it  is  exclusive  in  its  nature,  but 
not  absolute;  it  is  a  bundle  of  rights.  The  Roman  Law 
defines  it  as  the  right  of  using  and  consuming  in  so  far  as  the 
reason  of  the  law  permits.  The  Prussian  code  of  Frederick 
the  Great  defines  a  proprietor  as ''  that  one  who  is  ccmipetent 
directly  himself,  or  indirectly  througli  an  agent,  to  exercise 
control  over  the  substance  of  a  tlung  or  of  a  right  to  the 
exclusion  of  others,''  but  his  rights  are  subject  to  the  qualifi- 
cations that  ''no  one  may  misuse  his  property  to  injure 
others."  The  Napoleonic  code  says:  "  Property  is  the  right 
of  using  things  and  of  controlling  them  in  the  most  absolute 
manner,  provided  that  one  does  not  make  a  use  of  tJiem 
prohibited  by  the  laws  or  ordinances."  The  new  German 
code  says:  ''  a  proprietor  has  a  right  to  use  a  thing  as  he 
sees  fit,  to  the  exclusion  of  others,  in  so  far  as  there  are  no 
limitations  which  come  through  law  or  through  the  rig}its  of 
third  persons."  All  these  definitions,  under  different  sys- 
tems of  jurisprudence  at  widely  separate  points  of  time, 
recognize  the  qualification  of  the  right  of  private  property. 
Our  system  recognizes  it  also.  In  some  things,  notably  wild 
animals  (including  even  dogs,  as  the  United  States  Supreme 
Court  has  held),  air,  Ui^t  and  water,  property  is  not  fuU 
and  complete;  but  even  the  right  of  property  in  things  wh^e 
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it  is  most  full  and  complete  is  qualified  by  the  state's  right  of 
taxation,  of  eminent  domain,  and  the  police  power,  three 
public  rights  corresponding  to  the  qualificaticm  ^'  in  so  far 
as  the  reason  of  the  law  permits ''  of  the  civilians.  Property 
does  not  carry  with  it  the  right  of  misuse;  yet  waste  and  mis- 
use are  tolerated.  How  can  the  conflict  be  reconciled? 
"  The  fact  is  just  this:  the  misuse  or  the  abuse  of  things  is  not 
a  part  of  the  right  of  property  when  we  reduce  property  to 
its  essence,  but  it  is  something  which  may  exist  because  no 
way  can  be  devised  to  prevent  it  without  interfering  with  the 
institution  of  property.  It  is  difficult  to  frame  laws  which 
wiU  prevent  a  misuse  without  at  the  same  time  preventing  a 
proper  use."  We  wish  the  draftsmen  of  some  of  our  recent 
legislation  who  so  cheerfully  undertake  to  remake  our  law 
without  considering  its  history,  its  connection  with  l^al 
principles,  or  its  underlying  reason,  might  appreciate  l^e 
difficulty  of  which  Professor  Ely  speaks. 

Property  has  its  social  side,  as  represented  by  the  right  of 
taxation,  the  right  of  eminent  domain,  the  ri^t  to  exercise 
the  police  power,  the  right  to  control  transfers,  especially  by 
way  of  inheritance,  the  right  to  exempt  certain  property  from 
execution  and  distress  in  order  that  a  man  may  not  be  de- 
prived of  the  means  of  doing  his  part  in  the  work  of  the  world 
by  working  at  his  trade  or  calling.  An  absolute  right  of 
property,  free  from  these  restrictions  for  the  benefit  of 
organized  society,  would,  as  Ihering  says,  result  in  the 
dissolution  of  society. 

It  is  these  considerations  that  sustain  one  of  the  main 
theses  of  the  book,  that  private  property  is  established  and 
maintained  for  social  purposes.  It  becomes  more  intensive 
and  less  extensive,  or  more  extensive  and  less  intensive, 
according  to  the  state  of  development  of  organized  society 
at  the  time.  In  early  days  the  ownership  of  land  in  conmion 
seems  to  have  been  for  the  general  interest.  Later,  commons 
were  enclosed  and  became  private  property  because  a  more 
intensive  cultivation  was  for  the  general  interest.  Professor 
Ely  doubts  whether  the  legislation  giving  the  Indians  their 
land  in  severalty  instead  of  allowing  it  to  be  held  in  conmion 
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by  the  tribe,  is  for  the  advantage  of  the  Indians  themselves 
in  their  existing  state  of  development.  Property  in  sever- 
alty, he  says,  is  undoubtedly  in  general  better  for  those  who 
have  attained  the  highest  stage  of  economic  civilization. 
It  leads  to  greater  production,  nor  does  it  clearly  lead  to  a 
worse  distribution,  altho  unquestionably  to  a  far  more 
unequal  one. 

Private  property  is  developing  along  five  lines:  (1)  an 
increase  in  the  mass  of  free  goods;  (2)  a  restriction  of  the 
extent  of  private  property  and  a  corresponding  extension  of 
public  property;  (3)  a  development  of  the  social  side  of 
private  property;  (4)  an  extension  of  private  property  along 
certain  lines;  development  of  rights  akin  to  private  property; 
(5)  changes  in  the  modes  of  acquisition  of  private  property. 

Private  property  yields  the  best  results  when  the  social 
benefits  of  private  property  accrue  (a)  largely  spontaneously, 
as  in  the  case  of  agricultural  land,  where  in  the  main  there  is 
an  identity  between  the  interest  of  the  farmer  and  the 
interests  of  the  general  pubUc;  (b)  when  occasionally  they 
are  secured  with  ease  by  slight  applications  of  force,  as  in 
the  use  of  private  forests  in  Germany  as  pleasure  grounds, 
or  the  rights  of  way  and  paths  across  fields  in  England;  (c) 
when  the  social  benefits  of  private  property  are  secured  as 
the  result  of  single  public  acts  occurring  at  considerable 
intervals,  as  in  the  case  of  taxation;  (d)  when  in  more  or  less 
frequent  cases  a  continuous  and  considerable  appUcation  of 
force  may  be  needed  to  bring  its  management  up  to  a  socially 
established  ethical  level;  the  author  is  here  thinking  chieQy 
of  labor  legislation. 

Enough  has  been  quoted  to  show  Professor  EHy's  point  of 
view.  The  reader  must  be  left  to  fiU  in  the  argument  from 
the  book  itself.  It  is  not  surprising  to  find  that  the  author 
looks  forward  hopefully  to  the  universalization  of  private 
property,  very  much  as  education  has  been  universaKfled,  by 
means  of  savings  banks,  insurance,  safe  investments  in  weO- 
guarded  corporations,  assistance  in  the  purchase  of  land; 
and  to  the  socialissation  of  private  property  by  throwing  open 
to  public  use  private  possessions,  such  as  the  Thiergarten  in 
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Berlin  and  the  royal  galleries  in  Munich  (a  sphere  in  which 
Europe  is  in  advance  of  the  United  States),  and  to  the  in- 
crease in  the  feeling  of  social  obligation  to  contribute  to  the 
public  good  (a  sphere  in  which  Americans  are  probably 
ahead  of  Europeans).  He  also  looks  forward  to  a  consider- 
able transformation  of  private  property  into  public  property 
by  means  of  the  power  of  eminent  domain,  with  full  compen- 
sation even  in  the  case  of  corporations  with  watered  stock. 
He  takes  a  broader  view  of  the  powers  of  the  state  to  effect 
this  transformation  than  would  be  commonly  taken  by 
lawyers.  But  public  necessity  and  public  utility  are  relative 
and  ill-defined  terms,  and  we  are  probably  destined  to  see  a 
broadening  of  our  ideas  in  this  respect,  as  we  have  seen  it  in 
the  extension  of  the  police  power.  As  Professor  Ely  says, 
even  a  railway  is  not  strictly  speaking  a  public  necessity, 
however  desirable  it  may  be;  and  the  well-established  right 
to  take  private  property  for  railways  is  destined  to  be  applied 
in  many  other  ways.  No  one  can  read  recent  decisions  of 
the  United  States  Supreme  Court  without  seeing  how  elastic 
the  right  of  eminent  domain  is,  and  the  possibility  of  its 
unlimited  development. 

The  true  theory  of  property,  he  says,  is  the  general  welfare 
theory.  The  words  ''  point  to  the  permanent  basis  of  prop- 
erty in  social  utility  and  they  indicate  the  nature  of  its  evolu- 
tion. .  .  .  Property  exists  because  it  promotes  the  general 
welfare,  and  by  the  general  welfare  its  development  is 
directed.  ...  It  is  a  theory  of  social  evolution,  because 
as  society  is  in  a  flux,  property  can  accomplish  its  end  only 
by  a  corresponding  evolution.  It  is  a  l^al  theory,  because 
property  in  itself  implies  law;  and  it  is  only  through  law 
that  possession  ripens  into  property.  At  the  same  time  the 
words  used  to  describe  the  theory  show  that  law  cannot  be 
arbitrary." 

Space  lacks  for  anything  but  the  briefest  reference  to 
Professor  Ely's  conmiendation  of  the  work  of  American 
courts,  a  commendation  all  the  more  pleasing  because  un- 
expected; his  condemnation  of  the  recall  of  judges  and  the 
recall  of  decisions;  and  his  insistence  on  security  of  tenure 
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and  adequate  pay.  After  these  declaratioiis  it  is  not  sur- 
prising that  he  praises  the  Federal  Constitution  and  its 
flexibility,  while  conunending  also  as  one  of  its  strong  points 
that  it  prevents  wobbling  back  and  forth  from  one  thing  to 
another.  "  We  have  then  every  element  we  need  already, 
either  in  our  constitutional  systems  or  easily  placed  there 
when  once  all  our  law-making,  law-executing  and  law-inter- 
preting bodies  move  out  of  tiie  past  into  the  lig^t  of  the 
twentieth  century."  I  cannot,  however,  look  with  approval 
upon  his  suggestion  that  adverse  decisions  can  be  overruled 
by  the  creation  of  new  judges,  as  the  opposition  of  the 
House  of  Lords  has  been  overruled  by  the  creation  of  new 
peers.  It  is  far  better  to  wait  until  public  opinion  is  finally 
settled  on  a  disputed  question,  and  time  makes  it  possible 
to  determine  whether  proposed  changes  are  real  reforms  or 
not. 

The  book  ought  to  have  many  readers,  and  all  would  find 
it  suggestive  and  helpful.  They  will  look  forward  with  much 
expectation  to  the  coming  book  by  the  author  on  landed 
property  and  the  rent  of  land. 

Francis  J.  Swatzb. 

Nkwarx,N.J. 
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THE  EFFECTS  OF  INCREMENT  TAXES  UPON 
BXnLDING  OPERATIONS 

A  NUMBEB  of  American  cities  have  recently  adopted  special 
land  taxes  in  the  hope  of  gaining  such  social  ends  as  increased 
building  activity,  lower  rents  and  diminished  speculation. 
Pittsburgh  and  Scranton,  Pennefylvania,  have  reduced  the 
assessed  value  of  buildings  from  one  hundred  to  ninety  per 
cent,  the  first  of  a  series  of  such  reductions  by  which  it  is  pro- 
posed to  cut  the  tax  on  buildings  to  one-half  the  tax  on  land. 
Reading,  Pennsylvania,  has  asked  for  power  to  make  similar 
reductions.  Pueblo,  Colorado,  has  stricken  fifty  per  cent  of 
the  building  value  from  the  assessment  base  and  is  committed 
to  a  plan  eliminating  this  year  all  except  one  per  cent  of  the 
value  of  buildings.  Houston,  Texas,  after  three  years  of 
experience  with  a  plan  under  which  buildings  have  been 
taxed  at  a  figure  at  &rst  one-third  and  later  one-fourth  of  their 
value,  is  now  forced  by  l^al  action  to  seek  constitutional 
authority  for  the  plan  which  before  rested  merely  upon 
administrative  audacity.  In  the  city  of  New  York  the  sen- 
timent in  favor  of  special  land  taxes  has  grown  to  such  pro- 
portions as  to  make  the  question  somethingof  a  political  issue. 
One  municipal  commission  has  already  reported  in  favor  of 
a  special  tax  on  the  **  unearned  increment."  ^  Another  com- 
mission, recently  appointed,  has  been  asked  to  give  its  recom- 
mendation on  the  question  of  reducing  the  tax  on  buildings 
and  now  has  the  matter  under  consideration.* 

>  The  CommiaBon  on  New  Souroes  of  City  Revenue,  appoinied  by  Mayor  Qaynor 
in  1911.    See  thia  Journal,  vol.  zxrii,  p.  589  (May,  1913). 

*  The  Committee  on  Taacation  of  the  City  of  New  York,  appointed  by  Mayor 
Mitehel  in  1014. 
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Under  these  circumstances,  a  contribution  to  the  theory  of 
land  taxation  such  as  that  made  by  Professor  B.  M.  Anderson, 
Jr.,  of  Harvard  University,  is  welcome.  In  a  recent  article,^ 
he  has  attacked  the  commonly  accepted  argument  that "  *  the 
unearned  increment '  in  land  values  is  an  incentive  to  build- 
ing: that  buildings  which  are  expected  to  depreciate  through 
obsolescence  are  often  put  on  land  that  is  rising  in  value  in  the 
expectation  that  the  appreciation  of  the  land  will  oRb^  the 
depreciation  in  the  building;  and  that  consequently  a  tax 
which  destroys  the  increment  in  land  values  would  check 
building  operations,  instead  of  encouraging  them  as  the  single 
taxers  contend.''  *  He  flatly  denies  **  that  the  amount  of  the 
increment  in  land  value  has  any  connection  whatevo*  with 
the  amount  of  depreciation  in  building  that  is  voluntarily 
suffered.''  *  He  concludes  *'  that  the  increment  .  .  .  should 
have  any  influence  on  the  decision  to  bmld  is,  on  the  face  of  it, 
impossible  "  and  "  that  an  extra  tax  on  land  for  the  purpose 
of  encouraging  building  might  be  similarly  barren  ol  results."  ^ 

Here  is  apparently  destroyed  at  a  single  blow  one  of  the 
best  arguments  against  the  single  tax  and  at  the  same  time 
one  of  the  pet  arguments  urged  in  favor  of  it. 

The  article  attracted  inmiediate  attention.  A  few  weeks 
after  publication  it  was  quoted  in  the  single  tax  session  of  the 
Conference  of  the  National  Tax  Association  to  refute  the 
claims  of  the  single  taxers  that  the  exemption  of  improve- 
ments stimulates  building.'    No  one,  however,  seems  to  have 

>  *'  *  UneuiMd  InoranMnte/  Lmnd  Tftzet.  uid  tbe  Building  Tntdo.'*  in  this  JovroAl' 
▼oL  smii,  Auguit,  lOU,  pp.  811-8U. 

*■  Loo.  mt.,  p.  811.  •  n>id.,  p.  812.  *  Ibid.,  p.  813. 

*  ProfflMor  Warren  M.  Pttaons:  "  I  would  like  to  oall  your  attention  to  an  artaeie 
that  appeared  in  the  laet  number  of  the  Quarterly  Journal  of  Eoonomiea  by  Bfr.  B.  M. 
Anderson  of  Harvard,  who  takes  up  the  point  aa  to  whether  the  rincl*  tax  wiO  brias 
about  improvements,  and  in  a  word  his  position  is  that  it  will  have  little  effeot  one  way 
or  the  other,  and  his  reason  ia  thia,  that  there  will  be  no  ehaace  in  the  basis  of  tavatinn 
whether  the  man  builds  or  not.  The  question  as  to  wliether  he  should  build  ia  a  finan- 
cial one.  and  he  will  build  if  he  can  bring  the  earning  power  of  the  land  into  opecatioB, 
and  with  that  earning  power,  the  earning  power  of  tha  building.  If  the  eomhinsHon  is 
such  as  to  give  him  a  return  large  enough  to  induce  him  to  mi^  hia  inveetment  there, 
rather  than  elsewhere,  he  will  make  the  investment  there,  and  the  proposition  will  be  the 
same  under  the  single  tax  as  it  is  at  present  as  the  tax  will  be  a  eonetant  factor  whetlMr 
the  land  is  built  upon  or  not.  The  economie  needs  of  the  community  is  the  thing  which 
will  determine  whether  he  will  build  or  not."  Proceedingi  of  the  Eitfith  Annual  Con- 
ference, National  Tax  Association,  p.  457. 
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made  a  serious  attempt  to  criticize  Professor  Anderson's 
argument  —  a  remarkable  fact  in  view  of  its  iconoclastic 
character.  For  it  has  been  customary  to  hear  from  the  lips  of 
otur  leading  economists  the  argument  that  the  ^'imeamed 
increment"  is  an  incentive  to  early  building  and  to  the  early 
settlement  of  agricultural  land.  It  is  stated  in  very  definite 
form  by  Professor  Alvin  Johnson,  in  his  ''  Case  Against  the 
Single  Tax."  ^  Moreover,  in  the  city  of  New  York,  at  least, 
real  estate  men  testify  that  it  has  been  the  general  policy 
in  financing  building  operations  ''  to  assume  that  there  wiU 
be  year  by  year  a  steady  increase  in  the  value  of  the  land 
which  will  more  than  offset  any  depreciation  in  the  im- 
provements." *  An  argument  which  runs  counter  to  the 
statements  of  eminent  scientists  and  the  established  policy  of 
practical  business  men  certainly  deserves  the  most  careful 
consideration.  It  is  the  purpose  of  this  paper  to  criticize 
some  aspects  of  Professor  Anderson's  argument  and  to  sug- 
gest certain  circumstances  which  seem  to  justify  modifica- 
tions of  his  general  conclusions. 

The  case  is  argued  by  means  of  an  arithmetical  illustration, 
admirable  in  its  clearness  and  compactness. 

Assume  a  man  who  has  a  piece  of  land  worth  $50,000  and  free  capital  of 
$30,000.  Assume  an  amiual  increment  to  the  land  value  of  $2000.  The 
owner  has  two  options:  he  may  leave  the  land  idle  and  invest  his  $30,000 
at,  say,  six  per  cent  in  industry,  in  which  case  his  return  is  $3800  per 
year  (counting  the  increment);  or,  he  may  apply  his  $30,000  to  the 
land  by  building  upon  it,  and  so  unlock  the  potentialities  of  the  land, 
causing  it  to  sdeld,  say,  four  per  cent,  or  $2000,  making  his  total  yearly 
return  $5800  (again  counting  the  increment).  It  is  dear  that  in  this  lat- 
ter case  the  owner  gains  if  the  depreciation  of  the  building  is  anything 
short  of  $2000  per  year.  But  the  $2000  which  offsets  the  depreciation  is 
not  the  increment  to  the  land  value,  but  the  extra  $2000  that  comes  from 

1  Atlantie  Monthly,  rol.  oaii,  pp.  82-^  (January,  1914), 

*  Interview  with  Mr.  Alfred  E.  Marling,  of  Horaoe  S.  Ely  and  Company,  men^Mr  of 
the  Adviaory  Coonoil  of  Real  Estate  Intenete  and  Chairman  of  the  Mayor's  Committee 
onTaiationintheeityof  NewYork.  New  York  Timet,  January  34, 1915.  Thispoliey, 
it  may  be  stated,  is  at  the  present  time  in  disrepute,  beoause  of  the  recent  dulness  in  the 
real  estate  market  and  because  of  Tarious  **  drastio  demands  "  made  upon  real  estate 
owners,  including  that  of  **  ezoeasive  taxation."  Cf .  interview  with  Mr.  Albert  O.  Mil- 
bank,  ibid.  An  attempt  is  being  made  to  change  the  plan  of  financing  building  opera- 
tions so  as  to  provide  for  annual  or  semi-cAnual  payments  by  the  borrower  on  account 
of  the  prindpal  of  the  indebtedness. 
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patting  the  land  to  me.  Vaiying  the  aae  ol  the  inenmeat  leaTH  the 
ntuatioii  unehaaged.  Aflmne  an  iDcrement  ol  $12,000  per  year:  he 
can  atill  tolerate  only  t2000  per  year  dq»eciatioa.  By  uang  hia  fiiat 
option,  be  would  in  that  eaae  have  an  annual  gain  ol  $13,800;  by  nanig 
hia  second  option,  an  annual  gain  of  only  $15,800,  still  only  $2000  to 
qwre.  Aaaume  no  increment  at  all:  he  has  still  the  same  $2000  margin 
for  depreciation.  The  increment  is  vdiolly  imlerant.  The  significant 
factor  is  the  possible  addition  to  his  income  from  rrieaimig  the  earning 
power  ol  the  land.^ 

Prof esBor  Anderson  rests  his  case  upon  this  example.  His 
argument  stands  or  falls  by  the  validity  <A  this  iUustration. 
The  questions,  therefore,  to  be  considered  are:  Is  the  illus- 
tration typical  7  Does  it  fairly  represent  the  situation  T  Are 
all  the  ffignifioant  factors  taken  into  consideration  T 

In  the  first  place  it  will  be  observed  that  the  annual  return 
from  the  land  is  placed  at  S2000  per  year  and  kept  at  that 
figure  year  after  year  in  spite  of  the  fact  that  the  capital  value 
of  the  land  is  made  to  increase  steadify.  Is  this  condition 
typical?  Is  it  usual  for  the  annual  return  to  remain  constant 
while  the  capital  value  of  the  land  increases  ?  If  increases  or 
decreases  due  to  changes  in  the  general  interest  rate  be  dis- 
regarded, the  only  cause  for  an  increased  capital  value  is  the 
prospect  of  an  increased  income.  An  increase  in  the  selling 
value  of  a  piece  of  land  implies  an  improved  income.  The 
connection  is  direct  and  causal;  and  yet  it  is  entirely  ignored 
in  the  illustration.  The  example  is  therefore  abnonnal  in 
this  respect.  A  piece  of  land  whose  annual  rentals,  present 
or  prospective,  are  not  increasing  but  whose  selling  value  is 
nevertheless  mounting  upward  is  an  economic  monstrosity. 

This  does  not  mean  that  Professor  Anderson's  statements 
are  incorrect.  Assuming  the  validity  of  his  contention  that 
''  the  significant  factor  is  .  .  .  the  earning  power  of  the 
land,"  the  point  should  be  recognised  that  this  ''  earning 
power  "  wiU  nonnally  be  an  increasing  sum  under  the  condi- 
tion of  increasing  capital  value  assumed  in  the  illustration. 
To  the  individual,  confronted  with  the  option  of  building  or 
not  building,  what  Professor  Anderson  calls  the  increment, 
which  will  accrue  whether  he  builds  or  not,  may  be  "  wholly 

t  Andmon,  loo.  dt.,  pp.  81>-818. 
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irrelevant/'  The  amount  which  he  will  forego  in  the  annual 
land  rent  which  he  might  collect,  did  he  build,  is,  as  Professor 
Anderson  points  out,  the  incentive  to  building  and  the  margin 
for  depreciation.  What  Professor  Anderson  does  not  point 
out  is  that  this  annual  land  rent  —  this  incentive  and  margin 
—  is  expanding.  This  expanding  earning  power  means  an 
increasing  capacity  to  carry  taxes  or  to  endure  obsolescence. 
It  is  normally  the  basis  and  cause  for  increasing  selling  prices 
of  land.  It  18  responsible  for  the  "  unearned  increment "  in 
the  sense  in  which  the  term  is  used  in  Professor  Anderson's 
article. 

Whether  the  statements  made  in  the  article  are  correct 
seems,  indeed,  to  depend  somewhat  upon  the  definition  of  the 
word  '^  increment."  The  ordinary  dictionary  meaning  is 
"  increase  "  or  '*  augmentation."  It  has  been  very  loosely 
used  in  economic  discussions  to  indicate  increases  of  various 
sorts.  In  the  case  of  land  it  has  commonly  been  used  to 
describe  augmentations  of  the  capital  or  selling  value. 
Examples  are  not  lacking,  however,  of  the  use  of  the  term  to 
describe  augmentations  of  the  annual  value  or  yield  of  the 
land.^  The  term  should,  of  coiu'se,  be  used  to  describe  only 
one  thing.  The  question  of  terminology  need  not  be  further 
discussed  here,  but  to  avoid  confusion  increases  in  capital 
value  wiU  hereafter  be  described  as  ** capital  increments"  and 
increases  in  annual  rentals  as  **  yield  increments."  Professor 
Anderson  seems  to  use  the  term  to  describe  such  "  capital 
increments  "  as  can  be  realized  without  improving  the  land 
or  subjecting  the  individual  to  any  expense.  If  **  yield  incre- 
ments "  are  true  increments,  the  statements  as  to  the  effects 
of  increment  taxes  must  be  modified. 

The  first  criticism,  then,  is  that  the  arithmetical  example 
is  not  typical  in  that  it  does  not  recognisse  an  increasing ' '  yield 
increment  "  as  a  basis  for  the  ''  capital  increment." 

In  the  second  place  it  is  believed  that  the  example  ignores  a 
practical  factor  of  considerable  significance.  It  is  assumed 
that  the  landowner  may,  without  expense,  hold  his  land  out  of 

1  Mr.  C.  B.  FlUebrown  UMt  it  in  both  Musee  in  the  same  pamphlet,  A  1916  Single 
Tax  Catechism,  pp.  17,  18. 
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use  and  realize  upon  his  "  capital  increment."  It  is  assumed 
that  the  only  burden  that  he  is  called  upon  to  bear  is  the 
sacrifice  of  the  annual  income  from  the  land  which  he  might 
receive  if  he  constructed  a  building.  But  under  actual  con- 
ditions his  burden  is  not  merely  this  negative  sacrifice:  it 
includes  a  positive  expenditiure,  for  his  ordinary  annual 
taxes  must  be  paid  if  he  is  not  to  be  deprived  of  his  land  and 
of  all  prospects  for  future  incomes,  large  or  small.  In  Pro- 
fessor Anderson's  illustration,  the  owner  has  130,000  of  free  . 
capital,  which,  invested  in  industry,  yields  him  $1800  a  year. 
It  is  clear  that  he  could  pay  indefinitely  any  tax  which  did  not 
absorb  more  than  this  income.  But  any  sum  paid  for  taxes 
will  reduce  the  sum  realised  under  the  first  option  where  the 
capital  is  put  into  industry  and  the  land  allowed  to  lie  idle. 

The  individual  of  the  illustration,  however,  with  his  $30,000 
free  capital  is  in  a  condition  of  opulence  compared  with  that 
of  many  owners  of  vacant  land.  Often  the  free  capital  is 
entirely  absent,  the  individuate  borrowing  the  funds  when 
the  land  is  "  ripe  "  for  building.  In  such  cases,  from  what 
source  will  the  annual  taxes  come  ?  It  may  be  said  that  if  a 
man's  land  has  a  capital  value  he  can  borrow  upon  its  security 
to  pay  taxes  and  that  such  a  course  will  pay  under  these  cir- 
cumstances. But  in  many  places  unimproved  land  is  not 
acceptable  security  for  loans.  Money  can  often  be  secured 
to  improve  a  piece  of  property  when  it  cannot  be  obtained  to 
"  carry"  a  piece  of  vacant  land.  This  is  the  case  in  western 
Canada.  The  prohibition  in  force  until  recently  against  the 
use  of  land  as  security  for  national  bank  loans  may  be  ex- 
plained in  part  on  the  groimd  of  otur  distrust  of  such  security. 
In  the  city  of  New  York  the  savings  institutions,  life  insur- 
ance companies  and  trust  companies  will  not  make  loans  upon 
the  security  of  unimproved  real  estate,  and  if  a  landowner 
desires  an  accommodation  he  must  find  some  private  individ- 
ual who  is  willing  to  join  with  him  as  a  preferred  partner  in 
his  speculation.  He  must  pay  a  higher  interest  rate  and  give 
a  wider  margin  of  security  than  if  the  land  were  improved.^ 

>  The  writer  la  indebtod  to  Mr.  Walter  lindnn,  of  the  Title  Oittimntee  and  Tnmt 
Company,  for  this  informatioii. 
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Under  these  conditions  it  will  be  seen  that  &n  individual 
owning  vacant  land  and  confronted  with  the  problem  of 
whether  he  shaO  build  or  not  must  always  consider  the  cost  of 
carrying  the  land  imtil  he  can  realize  on  the  **  capital  incre- 
ment." He  must  compare  the  total  taxes  plus  interest  with 
the  **  capital  increment ''  to  be  realized.  Where  loans  are  not 
made  upon  vacant  land  and  where  the  owner  is  without  cash 
resources  —  a  very  common  situation  at  present  in  western 
Canada  —  to  build  may  be  the  only  way  to  meet  tax  bills. 
He  can  borrow  money  to  build  and  his  property  will  then, 
perhaps,  bring  in  enough  money  to  pay  interest  and  taxes. 
In  this  way  his  title  to  his  ''  capital  increment "  may  not  be 
lost  to  him.  Under  such  circumstances  it  may  be  profitable 
for  a  man  to  build  even  when  his  rentals  are  insuflScient  to 
pay  the  entire  interest  and  replacement  charges  on  the  build- 
ing, not  to  speak  of  a  return  upon  the  land.  If  he  can  secure 
enough  from  his  rentals  to  pay  the  current  bills  of  interest  and 
taxes  he  wiU  build,  provided  that  the  ''  capital  increment '' 
finally  to  be  realized  promises  to  be  great  enough  to  care  for 
the  other  expenses  and  leave  something  beside.^  In  other 
words  there  are  circumstances  where  part  of  the  **  capital 
increment"  is  sacrificed  to  save  the  remainder  and  the 
process  involves  building.  If  the  tax  so  impairs  the '' capital 
increment "  that  it  is  not  worth  saving,  the  means  of  salvation 
will  not  be  adopted  —  that  is,  fewer  buildings  wiU  be  built. 

It  is  admitted,  of  course,  that  if  funds  may  be  borrowed 
freely  upon  the  security  of  unimproved  land,  the  above  argu- 
ment does  not  hold.  There  is,  however,  always  a  difference 
of  opinion  between  the  money  lender  and  the  landowner  as 
to  the  value  of  the  land  or,  in  other  words,  as  to  the  certainty 
and  amount  of  the  futiure  yields  from  the  land.  If  this  were 
not  true  the  money  lender  would  usually  become  landowner 
and  take  his  return  in  rentals  and  increments  rather  than  in 
interest  and  repayments. 

It  may  be  that  there  is  much  more  than  merely  this  in- 
volved in  the  struggle  to  preserve  titles  to  increments.    Not 

>  In  10010  pboM  la  wwtofn  CmumU,  South  VanoouTer,  for  example,  baUdmci  ere 
exempt  from  tAx»tioik  and  in  tickiition  a  ipeoial  tax  ie  levied  acainst  unoceupied  land. 
Here  one  eaa  aetnally  lednoe  his  tax  burden  by  buildinc. 
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only  are  the  city  builders  affected  by  the  speculative  oppor- 
tunities —  not  only  do  they  build  in  order  to  be  able  to  meet 
current  charges  hoping  to  reimburse  themsdves  for  present 
losses  from  increased  land  rentals  or  selling  values  later  —  but 
fanners  also  are  similarly  affected.  It  has  many  times  been 
pointed  out  that  part  of  the  middle-western  farmer's  return 
has  come  from  the  increased  value  of  his  farm.  ThepcHnthas 
not  been  emphasized,  however,  that  to  preserve  his  title  to 
that  increased  value,  it  has  been  necessary  for  him  to  sacri- 
fice some  of  it  beforehand.  To  benefit  by  the  increment  it 
was  necessary  for  the  settler  to  do  more  than  to  sit  with 
folded  hands.  He,  like  the  city  landowner,  is  subject  to  an 
annual  land  tax.  In  certain  cases  residence  upon  the  land  is 
also  necessary  to  the  establishment  of  the  title  and  this 
residence  often  involves  a  real  cost.  To  meet  these  charges 
he  has  slight  resources.  The  settler  is  proverbially  ''  land- 
poor."  He  has  faith  in  the  future '^  capital  increment.''  The 
money  lender  has  less  faith.  The  settler  must  somehow  meet 
the  chai^;es  and  will  cultivate  the  soil  when  the  returns  do  not 
justify  it  —  he  will  "skin"  the  soil,  if  need  be — in  order  to 
meet  them.  He,  too,  sacrifices  part  of  his  future  to  save  the 
remainder.  Thus,  if  our  buildings  are  constructed  by  specu- 
lators hoping  to  preserve  increments  for  future  appropriation, 
our  farms  are  first  carved  out  and  cultivated  by  speculators 
spurred  on  by  the  same  motive.  The  significance  of  this  in 
connection  with  the  struggles  on  the  frontier  for  land  banks, 
"  cheap  money,"  and  internal  improvements  is  obvious. 

Professor  Anderson's  statement,  then,  that  the  "  earning 
power  of  the  land  "  is  the  "  significant  factor  "  and  that  the 
"  capital  increment "  is  "  wholly  irrelevant "  assumes  that 
the  ''  capital  increment "  wiU  accrue  to  the  credit  of  the 
individual  whether  he  improves  his  land  or  not.  The  second 
criticism  resolves  itself  into  a  charge  that  this  assumption 
ignores  a  very  important  practical  consideration.  There  are 
expenses  necessarily  involved  in  holding  land  over  a  period  of 
years  which  are  often  heavy  and  which,  because  of  the  dis- 
crimination which  is  commonly  made  against  land  as  security 
for  loans,  are  peculiarly  difficult  to  meet.    By  improving  the 
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land  a  revenue  may  be  secured  which  will  aid  to  keep  clear 
the  title  to  the  "  capital  increment."  ThuSi  where  a  building 
must  be  constructed  because  of  the  presence  of  practical  cir- 
cumstances connected  with  the  loan  market,  the  case  is 
materially  changed.  The  size  (rf  the  ^*  capital  increment  *' 
then  enters  as  a  factor  which  must  be  compared  with  the 
expenses  of  preserving  title  to  it.  Any  part  will  be  sacrificed 
to  retain  the  remainder.  The  entire  destruction  of  the  incre- 
ment by  a  tax  would,  under  these  circumstances,  cause  a 
diminution  in  building.  Any  reduction  in  the  size  of  the 
increment  would  probably  throw  some  building  projects  over 
the  margin. 

It  will  be  agreed,  therefore,  that  a  restatement  of  conclu- 
sions is  necessary  in  order  to  take  account  of  important  prac- 
tical factors  in  the  situation.  Is  the  increment  a  lure  which 
has  hastened  the  settlement  of  our  prairies  and  the  building 
of  otur  cities  ?  .In  the  light  of  the  forgoing  discussion  it 
appears  that  it  is  the  attraction  of  the  increment  which  leads 
to  the  efforts  to  establish  claims  to  land.  But  does  it  explain 
why  men  farm  and  build,  as  they  do,  before  they  can  secure  a 
proper  return  on  their  investment  7  The  answer  must  be 
that  it  is  not  the  '^  capital  increment "  which  is  directly 
responsible.  It  is  rather  the  necessity  of  preserving  the  title 
to  that  increment.  The  increment  seems  to  be  like  the 
''  greased  pig  "  at  the  county  fair  —  often  easier  to  catch 
than  to  hold.  It  is  to  pay  taxes  and  to  keep  body  and  soul 
together  that  the  settler  strips  his  land  of  its  fertility  and  the 
builder  allows  his  structure  to  depreciate  without  making 
proper  immediate  provision  for  replacement.  In  so  far  as  the 
lure  of  the  "  capital "  increment  is  responsible  for  these  sacri- 
fices, it  should  be  given  credit  for  encouraging  early  building 
and  settlement.  To  destroy  the  increment  will  eliminate  the 
necessity  of  making  sacrifices  in  order  to  secure  it.  The 
effect  undoubtedly  will  be  that  building  and  settlement  will 
take  place  less  soon. 

The  facts,  then,  are  as  the  business  man  states  but  not 
exactly  for  the  reason  he  states.  Professor  Anderson  has 
pointed  out  that  the  reason  given  is  not  adequate,  but  he 
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offers,  on  his  part,  no  explanation  of  the  facts.  It  has  been  an 
error  to  ascribe  building  activity  directly  to  the  increment. 
It  is  not  the  increment  which  supplies  the  direct,  compelling 
force.  The  real  cause  of  early  building  is  the  pressure  of 
charges  of  various  sorts,  the  most  important  of  which  are 
annual  taxes.  Professor  Anderson's  article  calls  attention  to 
this  inaccuracy  in  a  very  conclusive  fashion.  But,  neverthe- 
less, were  it  not  for  the  increment,  operating  in  this  indirect 
fashion  as  the  reward  which  justifies  the  present  sacrifice,  the 
increased  building  would  not  take  place.  The  conclusion 
must  be  that,  imder  the  conditions  actually  present  in  many 
places,  the  impairment  of  the  ''  capital "  increment  by  tax- 
ation would  operate  to  discourage  building  operations. 

Within  limits  ^  anything  which  increases  the  annual  burden 
or  increases  the  final  rewiurd  of  the  man  who  is  attempting  to 
carry  land  in  order  to  realize  on  the  *^  capital "  increment 
would,  then,  from  this  point  of  view,  encourage  building.  A 
tax  on  the  ^'  yield  increment "  would,  at  the  same  time,  in- 
crease the  annual  burden  and  decrease  the  final  reward,  for, 
presumably,  the  tax  would  continue  after  the  land  has 
changed  hands  and  would  result  in  the  impairment  of  the 
''  capital  increment "  for  which  the  individual  is  striving. 
The  effect  upon  building  operations  will  depend,  therefore, 
upon  the  relative  strength  of  these  opposing  forces. 

The  statements  made  in  r^ard  to  tiie  effects  of  increment 
taxes  have  assumed  that  the  increment  is  expected  and 
counted  upon.  This  suggests  another  distinction  of  possible 
usefulness.  Increases  in  land  values  are  always  imperfectly 
discounted.  If  they  were  perfectly  discounted,  all  would  be 
paid  for  in  the  market  price  of  land.  Some  are  paid  for  in 
this  fashion;  some  are  not.  Certainly  the  rate  of  increase 
and  the  rate  of  discount  are  independent  of  each  other. 
Some  increments  are,  then,  expected,  disooimted  and  paid 
for;  others  are  unexpected,  undiscounted  and  unpaid  for.* 
The  distinction  between  ^*  expected  "  and  "  imexpected  " 

1  The  annoal  burden  eould  be  made  too  hich  to  be  bornei  of  oo«ine. 

s  Moreover  the  mere  fact  that  an  individual  expeota  an  increment,  does  not,  of 
oourae,  "  earn  "  the  inorement.  The  inerement  may  be  entirely  "  unearned  "  and  yet 
be  fully  discounted. 
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increments  is  of  some  importance,  because  many  individuals 
will  not  object  to  a  plan  which  takes  by  taxation  only  that 
which  has  not  been  expected  and  paid  for,  but  would  object 
to  another  form  of  the  increment  tax.  Obviously  the  only 
increment  which  is  of  any  importance  in  influencing  a  deci- 
sion to  build  is  the  increment  which  is  expected  and  coimted 
upon.  A  tax  could  take  all  this  imexpected  increment  with- 
out affecting  any  decisions  to  build.  If  a  line  could  be  drawn 
between  discounted  and  undiscoimted  increments,  a  tax 
could  be  imposed  upon  the  imdisooimted  increments  without 
the  risk  of  imf avorable  results  upon  building  activity  and 
without  incurring  the  charge  of  confiscation.  The  wisdom  of 
the  provision  of  the  English  increment  law,  which  provides  for 
the  exemption  from  the  tax  of  a  ten  per  cent  increase,  here 
becomes  apparent.  Perhaps  such  a  provision  comes  as  near 
as  possible  to  a  practicable  distinction  between  '^  discounted  " 
and  **  imdisooimted  ''  increments. 

The  degree  of  certainty  and  the  possibility  of  unexpectedly 
large  returns  are  the  factors  responsible  for  the  relatively 
small  return  usually  received  from  investments  in  land.  De- 
stroy the  possibility  of  an  increased  return,  through  either 
'*  capital ''  or  **  income ''  increments,  and  the  rate  of  return 
upon  land  must  increase  to  a  level  at  least  as  high  as  that 
upon  other  forms  of  investment. 

The  objection  raised  by  Professor  Anderson,  that,  because 
leased  land  competes  with  "  owned  "  land  in  the  same  market 
as  sites  for  buildings,  the  increment  cannot  be  an  incentive  to 
building,  seems  to  offer  no  great  difficulties,  theoretically. 
The  owner  of  a  piece  of  land  which  is  rising  in  value  and  which 
is  the  occasion  of  expense  difficult  to  meet  may  find  it  to  his 
advantage  to  lease  his  land  to  a  builder  for  any  sum  he  can 
get.  No  matter  how  small  the  return,  it  will  assist  so  much 
in  aiding  the  individual  to  pay  his  taxes  and  preserve  his  title 
to  his  land  and  his  future  "  capital "  increment. 

A  discussion  of  the  effects  of  other  types  of  land  taxes  upon 
building  operations  cannot  be  included  within  the  limits  of 
this  paper.  The  first  step  toward  increased  land  taxation 
in  most  of  the  communities  of  the  United  States  seems  to  be 
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to  raise  the  aaBessment  of  vacant  land  to  full  value  as  com- 
pared with  other  real  estate.  What  will  be  the  effects  up(»i 
building  of  this  step  and  of  the  policy  cS  exempting  improve- 
ments, which  is  already  being  adopted,  wiU  depend  upon  a 
variety  of  conditions.  In  most  cases,  the  writer  bdieves,  tibe 
changes  wiU  not  be  "  barren  of  results/'  but  will  stimulate 
building  to  scxne  d^^ree. 

In  this  paper,  also,  the  observations  '^  cover  only  a  small 
part  of  the  points  in  controversy.''  It  is  believed,  howevra', 
that  the  main  point  is  an  important  one.  Certainly  a  debt  of 
gratitude  is  due  to  Professor  Anderson  for  demonstrating  so 
conclusively  the  inadequacy  of  the  currently  accepted 
explanation  of  the  influence  of  increments  upon  building  and 
voluntary  obsolescence.  It  is  the  explanation,  however, 
which  has  been  at  fault.  The  influence  is  still  present.  But 
it  is  not  exercised  directly,  as  has  been  claimed,  but  indirectly 
and  in  a  fashion  not  recognised.  The  increment  is  a  reward 
whose  attainment,  under  ordinary  conditions,  demands  a 
sacrifice.  The  form  which  this  sacrifice  takes  is  in  cities 
early  building  and  voluntary  obsolescence,  and  in  rural 
districts  early  settlement  and  impoverishment  of  land. 

ROBEBT  MUBRAT  HaIG. 

Coj^naiA  UmvmsrrT. 


TWO  RATE  DECISIONS  OF  IMPORTANCE 

Two  rate  decisions  have  recently  been  made,  both  note- 
worthy because  of  the  importance  of  the  questions  at  issue. 
One  was  rendered  by  the  Massachusetts  Public  Service  Com- 
mission, and  considers  the  obligation  of  the  state  towards 
securities  which  it  has  approved;  the  other  is  by  the  New 
Jersey  Court  of  Errors  and  Appeals,  and  deals  with  the 
problem  of  franchise  values. 

The  Massachusetts  decision  considers  whether  and  how  far 
the  approval  of  securities  by  a  public  utilities  commission 
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means  that  a  corporation  will  be  allowed  to  charge  a  rate 
which  will  permit  a  fair  return  upon  such  securities.  As  yet 
there  has  been  no  authoritative  judicial  determination  of  this 
question.  The  United  States  Supreme  Court  in  the  Consoli- 
dated Gas  case  ^  refused  to  permit  the  rate  for  gas  in  New 
York  City  to  be  lowered  beyond  the  point  where  a  fair  return 
would  be  assured  upon  all  the  capitalization  which  had  pre- 
viously been  authorized  (indirectly)  by  the  state  legislature. 
In  1884  the  legislature  had  sanctioned  the  merger  of  manu- 
facturing companies,  authorizing  the  consolidated  corpora- 
tions to  issue  capitalization  which  should  not  exceed  the  value 
of  ''the  property,  franchises  and  rights"  of  the  separate  com- 
panies. Several  gas  companies  of  the  city  soon  merged  imder 
this  act,  forming  the  Consolidated  Gas  Company,  and  capital- 
izing its  franchises  and  rights  at  approximately  18,000,000. 
The  Supreme  Court  held  in  1909,  that  since  it  did  not 
appear  that  this  was  an  over-valuation  of  the  franchise  in 
1884  and  since  the  capitalization  of  the  franchises  was  under 
authority  from  the  legislature,  such  capitalization  should  be 
included  in  the  valuation  of  the  property  for  rate-making  pur- 
poses. The  Court  said:  ''  We  think  that  under  the  above 
facts  the  Court  ought  to  accept  the  valuation  of  the  franchises 
fixed  and  agreed  upon  under  the  act  of  1884  as  conclusive  at 
that  time.  The  valuation  was  provided  for  in  the  act,  which 
was  followed  by  the  companies,  and  the  agreement  regarding 
it  has  always  been  recognized  as  valid,  and  the  stock  has  been 
largely  dealt  in  for  more  than  twenty  years  past  on  the  basis 
of  the  validity  of  the  valuation  and  of  the  stock  issued  by  the 
company." 

Altho  the  point  was  not  directly  in  issue,  the  logic  of  the 
Consolidated  Gas  decision  would  seem  to  lead  to  the  establish- 
ment of  the  principle  that  authorization  of  stocks  and  bonds 
by  a  state  establishes  a  capitalization  upon  which  a  return 
must  be  permitted  by  the  state. 

In  spite  of  this  decision,  most  of  the  states  which  have 
recently  undertaken  the  control  of  capitalization  are  proceed- 
ing upon  the  theory  that  securities  approved  by  them  need 

1  Wiloos  T.  CoDKdidfttad  Gm  Company,  212  U.  S.,  p.  19. 
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not  necessarily  be  taken  into  consideration  in  making  rates. 
Indeed,  the  new  public  utility  laws  in  some  of  the  states 
specific^y  provide  that  the  approval  of  seciuities  by  the 
commission,  or  any  other  acts  of  the  conmiission,  are  not  to  be 
taken  as  a  guarantee  on  the  state's  part  of  stocks  or  bonds 
issued  under  the  act.  Such  provisions  are  contained  in  the 
laws  of  Arizona,  California,  Pennsylvania,  and  Dlinois. 
Further,  practically  all  of  the  new  state  commissions  authorize 
the  issue  of  securities  but  proceed  to  base  rates  upon  the 
reproductive  or  present  value  of  the  property,  permitting  only 
such  a  rate  as  will  provide  a  fair  return  upon  this  value.  That 
is,  the  value  of  the  property,  so  defined,  is  used  as  the  basis  for 
rates,  regardless  of  the  outstanding  capitalization  or  the 
securities  approved.  By  the  use  of  this  method  the  oonmiis- 
sions  plainly  indicate  that  holders  of  seciuities  approved  by 
them  have  no  assurance  that  rates  will  be  such  as  to  give  a 
fair  return  upon  such  securities. 

The  Massachusetts  decision  above  referred  to  rejects  the 
present  value  theory  as  a  basis  for  rates,  and  takes  a  different 
attitude  on  the  obligation  of  the  state  as  to  the  securities 
which  it  has  authorized.  This  decision  was  in  the  Middlesex 
and  Boston  Rate  Case,  decided  October  28, 1914.^  The  Mid- 
dlesex and  Boston  Street  Railway  Company  had  applied  to 
the  Public  Service  Commission  for  authority  to  increase  its 
fares.  The  advance  in  rates  was  protested  against  by  the 
towns  through  which  the  line  passes.  The  Commission  was 
compelled  to  face  the  question  as  to  the  basis  upon  which  a 
fair  return  must  be  reckoned.  Counsel  for  the  patrons  urged 
the  view  generally  adopted  by  courts  and  commissions,  that 
the  present  value  of  the  property  was  the  only  amount  upon 
which  the  company  could  claim  a  retxun. 

In  reply  to  this  contention  the  Commission  said:  "  Un- 
doubtedly in  rate  cases  and  other  cases  involving  the  con- 
flicting rights  of  the  rate-paying  pubUc  and  the  investing 
public,  the  cost  of  reproduction  may  frequently  be  a  fact 
desirable  to  be  ascertained,  and  sometimes  it  illuminates 

>  Middleaex  And  Boston  Rate  Case.  Report  and  Order,  Manachosetts  Pablic 
Service  Conunieeion,  1914,  563. 
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important  aspects  of  the  problem  presented;  it  is  often  the 
best  method  of  checking  up  wisatisfactory  accounting,  par- 
ticulariy  when  dealing  with  depreciation.  But  as  a  funda- 
mentally controlling  principle,  no  theory  could  work  out 
grosser  injustice,  —  to  the  rate-pa3ring  public  in  some  cases 
and  to  the  investing  public  in  other  cases,  —  than  the  repro- 
duction cost  theory.  In  cases  where  rates  have  for  years 
been  too  high,  so  tiiat  the  companies  have  accumulated  out 
of  excess  rates  paid  by  the  public  large  amounts  which  have 
gone  for  capital  purposes,  this  theory  requires  the  rate-payer 
to  pay  a  rate  adequate  not  only  for  a  return  upon  the  capital 
furnished  by  the  investor  or  stockholder,  but  adequate  also 
to  furnishing  capital  and  a  return  upon  the  capital  furnished; 
it  would  authorize  the  capitalisation  of  excessive  rates  and  a 
return  upon  that  capitalization.  This  is  to  put  a  premium 
upon  extortion,  past  and  prospective.  On  the  other  hand, 
this  theory  is  grossly  unjust  to  prospective  investors  in  that 
even  when  the  investment  is  made  with  entire  honesty  and 
with  reasonable  prudence,  —  yet  if,  pending  the  building  up 
of  the  new  business,  the  plant  depreciates  below  the  fair  cost 
to  the  investors,  rates  must,  under  this  theory  be  made  ade- 
quate to  make  return  only  upon  the  reproduction  cost  of  the 
property  in  its  depreciated  condition.'' 

The  Commission  maintained  further  that  the  theory  of 
reproductive  value  is  as  inexpedient  as  it  is  unjust,  since  it 
tends  to  hinder  the  investment  of  further  capital  in  utility 
enterprises;  that  regulation,  if  it  is  to  limit  the  returns  to  a 
rate  not  greatly  in  excess  of  an  investment  rate,  must  also 
protect  all  investments  honestly  and  prudently  made  in  the 
public  service,  if  utilities  are  to  be  kept  on  good  terms  with 
the  investing  public.  Therefore  the  Commission  announced 
that  the  public  would  be  best  served,  if  r^^ulation  makes  its 
'' fundamentally  guiding  principle  an  attempt  to  protect 
investments  honestly  and  prudently  made  and  wisely  man- 
aged." The  Conunission  points  to  the  fact  that  for  many 
years  the  state  of  Massachusetts  has  followed  the  policy  of 
r^^ulating  the  issue  of  securities  by  public  utilities,  such 
securities  representing  only  the  bona  fide  investments  in  the 
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properiiee.  It  asserts  that  the  theory  underlying  this  prac- 
tice was  that  such  rates  should  be  allowed  as  would  yield  a 
fair  return  upon  such  investments,  and  concludes:  "  Ac- 
cordingly, we  rule  that  under  Massachusetts  law  capital 
honestly  and  prudently  invested  must,  under  normal  condi- 
tions, be  taken  as  the  controlling  factor  in  fixing  the  basis  for 
computing  fair  and  reasonable  rates,  .  .  .  that  reproduction 
cost,  either  with  or  without  depreciation,  while  it  may  be 
considered,  is  not,  imder  our  law,  to  be  taken  as  the  deter- 
mining basis  for  reckoning  rates." 

The  C!ommis6ion  refers  to  the  decisions  of  the  United 
States  Supreme  Court  which  refuse  to  base  rates  upon  securi- 
ties, but  points  out  that  in  such  cases  the  securities  had  not 
been  issued  under  public  authority,  and  maintjiins  that  such 
decisions  cannot  be  interpreted  to  imply  that  the  capitalisa- 
tion laws  of  Massachusetts  **  and  the  necessary  corollaries 
therefrom  "  are  unconstitutional.  It  is  to  be  borne  in  mind 
that  the  Supreme  Court  decisions  rest  solely  on  the  con- 
struction of  legal  and  constitutional  provisions;  whereas 
that  of  the  Massachusetts  Commission  would  seem  to  be 
based  on  broad  grounds  of  public  expediency. 

It  has  long  been  understood  that  the  Massachusetts  com- 
missions gave  large  r^ard  to  capitalization  in  the  establish- 
ment of  rates,  altho  it  has  generally  been  impossible  to 
ascertain  from  the  published  decisions  the  actual  basis  for 
rates  or  the  weight  given  to  the  various  factors.  But  never 
before  in  the  long  history  of  Massachusetts  in  regulating 
utilities,  had  any  of  its  commissions  ^  specifically  rejected  the 
present  value  theory,  and  positively  announced  that  it  would 
protect  investments  by  basing  rates  upon  seciurities. 

The  establishment  of  this  principle  by  the  Massachusetts 
Public  Service  Commission  is  of  far  reaching  importance. 
It  means  the  displacement  of  the  present  value  principle  by 

1  Untfll918,theoontn)lorpubUoatffitie«inMaaMMhiMetteirMinthehMid»oftlii^ 
oammiarioiM,  tlie  RaUtomI  Commknon  haTing  Boperviaon  of  rmilroMls  and  street  nil- 
waye;  the  Qai  and  Electric  liffht  Commiasion,  of  gas  and  electric  utilities;  the  ffighway 
Commission,  of  telephones  and  telegrai>hs.  In  1913  the  duties  of  ths  Highway  Gbm- 
mission  were  giyen  to  the  Railroad  Oommission,  which  became  the  Public  Service 
Commission.  The  Gas  and  Electric  light  Commission  still  has  oontrol  over  gas  and 
electric  utilities. 
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that  of  origmal  cost  as  a  basis  for  rate  making.  It  means 
that  utilities  will  be  freed  from  the  risk  of  a  lessening  in  the 
value  of  their  properties,  due  to  changes  in  the  price  of  labor, 
materials,  and  the  like.  On  the  other  hand  it  means  that 
utilities  will  not  be  enabled  to  profit  by  increases  in  the  value 
of  their  property,  as,  for  example,  by  appreciation  in  the  value 
of  their  land.  It  means  that  investors  purchasing  their 
stocks  or  bonds  will  own  securities  having  back  of  them  an 
obligation  or  promise  from  the  state;  therefore  that  the  ele- 
ment of  risk  in  utility  investments  will  be  lessened  and  that 
presumably  the  necessary  interest  payments  may  be  reduced. 
In  view  of  the  dissatisfaction  expressed  in  many  quarters 
with  the  reproductive  value  theoiy  as  a  basis  for  rates  it  is 
fortunate  that  at  least  one  conmiission  expects  to  proceed 
upon  another  principle,  making  it  easier  in  the  future  to 
judge  which  basis  is  the  more  expedient  both  for  the  corpora- 
tions and  for  the  public. 

The  second  decision,  that  of  the  New  Jersey  Court  of  Errors 
and  Appeals,  is  of  importance  because  it  marks  the  conclusion 
of  a  long  series  of  litigation  which  aroused  widespread  interest 
throughout  the  entire  state,  and  because  of  its  reasoning  upon 
the  valuation  of  franchises  for  rate-making  purposes.  The 
New  Jersey  Public  Utility  Commission  had  held  in  1912  that 
the  franchises  of  the  Public  Service  Gas  Company  should  not 
be  considered  in  the  appraisal  of  the  property  which  was  to 
serve  as  a  basis  for  rates,  beyond  an  amount  representing  the 
cost  of  securing  such  franchises.^  The  case  was  appealed  to 
the  New  Jersey  Supreme  Court,  which  upheld  the  Conmiis- 
sion. Appeal  was  then  taken  to  the  Court  of  Enx>r8  and 
Appeals,  which  in  December,  1914,  reversed  the  opinion  of 
the  Commission  and  of  the  Supreme  Court,  holding  that  a 
substantial  value  must  be  given  the  franchises.  A  rehearing 
was  granted,  however,  and  in  June,  1915,  the  Court  of  Ap- 
peals and  EJ^rors  reversed  its  former  decision,  affirming  the 
decision  of  the  Supreme  Court,  that  franchises  are  not  to  be 
valued.* 

>  Reports  of  Bowd  of  Publio  Utility  Commiaaionen  of  New  JeiMy,  vol.  i,  p.  483. 

>  Public  Sendee  Qtm  Co.  ▼.  Board  of  Publio  Utility  Commianooert.  PubUabed  u 
pamphlet  by  the  Board  of  Public  Utility  Ck>ziuniMionen. 
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The  Court  of  Elrrors  held  that  it  is  improper  to  include 
franchises  when  they  are  not  exclusive  and  when  the  public 
retains  the  right  to  regulate  rates.  The  argument  frequently 
advanced,  that  franchises  ought  not  to  be  included  because 
they  have  been  a  gift  to  the  utilities  from  the  public,  the 
Court  held  to  be  of  little  force,  except  in  so  far  as  tlie  value  of 
such  gifts  may  be  lessened  or  destroyed  by  the  exercise  of  the 
public's  power  to  regulate  rates  or  to  make  similar  grants  to 
other  parties.  Said  the  decision  of  the  Supreme  Court,  now 
affirmed  by  the  Court  of  Errors  and  Appeals:  "We  do  not 
attribute  much  force  to  the  argument  that  the  special  fran* 
chises  were  a  gift  tTom  the  State.  .  .  .  The  value  of  prop- 
erty does  not  depend  upon  the  mode  in  which  title  is 
acquired.  .  .  .  There  is,  however,  a  sense  in  which  the  fact 
that  franchises  are  the  subject  of  gift  may  be  important.  The 
value  of  a  gift  to  an  existing  company  may  be  destroyed  by  a 
similar  gift  to  a  new  corporation  or  other  individuals;  and  it 
is  obvious  that  in  order  to  determine  the  wisdom  of  investing 
in  the  enterprise,  the  newcomers  would  be  under  no  necessity 
of  seeking  a  return  upon  a  franchise  for  which  they  were  to  pay 
nothing.  Since  it  is  in  the  power  of  the  State  to  bru^  about 
a  supply  without  compelling  the  public  to  pay  on  the  fran- 
chise valuation,  beyond  the  actual  cost  of  procuring  it,  it 
would  be  likely  to  do  so,  and  the  effect  would  be  to  destroy 
the  value  of  the  special  franchise  of  the  existing  company. 
These  considerations  lead  us  to  the  ooncluedon  that  logically 
no  allowance  should  be  made  for  the  value  of  the  special 
franchise  in  a  case  where  it  is  not  legally  exclusive  and  where 
the  State  still  retains  the  right  to  fix  rates."  This  reasoning 
would  seem  to  be  conclusive. 

Recently  the  claim  that  franchises  should  be  included 
in  rate-making  valuations,  in  so  far  as  they  are  taxed  as 
property,  has  been  advanced  with  persistence.  Under  this 
theory,  franchise  values  allowed  would  not  depend  directly 
upon  earnings,  but  upon  the  appraisal  of  the  franchises  by  the 
taxing  authorities.  The  Court  of  Errors  and  Appeals,  in  its 
earlier  decision,  defended  this  position.  The  Maryland 
Commission  has  recently  acted  upon  the  same  theory  and  in 


Digitized  by  LjOOQ IC 


NOTES  AND  MEMORANDA  847 

its  appraisal  of  the  property  of  the  Consolidated  Gas,  Electric 
Light  and  Power  Company  of  Baltimore,  allowed  $5,000,000 
for  this  purpose.^  But  the  New  Jersey  Court,  in  its  final 
decision,  wisely  refrained  from  giving  acceptance  to  this 
theory.  The  Court  refuses  to  believe  that  franchises  must  be 
valu^  for  rate  making  merely  because  they  are  valued  for 
taxation  purposes,  and  points  out  the  peculiar  nature  of 
franchises  as  property.  It  says,  "  That  they  (franchises)  are 
property  is  well  settled.  .  .  .  Our  own  laws  recognize  them 
as  property  and  tax  them  accordingly.  .  .  .  Such  franchises, 
however,  are  property  of  a  peculiar  kind;  the  right  of 
property  in  them  is  not  absolute,  but  is  qualified  by  the  right 
of  the  State  to  fix  reasonable  rates.  .  .  .  That  a  special 
franchise  in  the  absence  of  an  exclusive  right  is  property  only 
in  a  qualified  sense  is  the  result  of  the  right  of  the  State  not 
only  to  regulate  rates,  but  also  to  authorize  a  municipality  to 
supply  itself,  and  thereby  to  destroy  the  value  of  the  special 
franchises."  Accordingly  the  Court  refused  to  include  the 
franchises  in  the  valuation  for  rate  making,  in  spite  of  the 
fact  that  they  are  treated  as  property  by  the  taxing  authori- 
ties. 

This  position  is  fundamentally  sound.  The  argument 
that  it  is  unjust  to  deny  to  a  corporation  a  valuation  upon  its 
franchise  for  rate  making,  because  the  franchise  is  taxed,  is 
sophistical.  The  levying  of  a  franchise  tax  ordinarily  does 
not  lessen  the  returns  of  a  company,  nor  prove  a  burden  to 
it,  since  the  taxes  are  included  in  computing  the  operating 
and  general  expenses  of  the  company,  above  which  it  is  en- 
titled to  a  fair  retiun.  Assuming  that  a  utility  is  held  by  the 
courts  or  commissions  to  be  entitled  to  a  certain  rate  of  return, 
and  to  this  retmn  only,  the  laying  of  a  tax  upon  its  franchise 
increases  the  amount  which  the  public  must  pay  to  the  com- 
pany in  order  that  it  may  make  this  retiun.  If  the  utility  can 
sell  its  service  at  a  price  which  will  produce  its  former  rate 
of  retiun  plus  the  franchise  tax  it  must  be  permitted  to  do  so. 
The  general  result  of  franchise  taxes,  under  such  conditions, 
will  be  either  to  increase  rates  or  to  prevent  them  from  going 

>  Report  of  the  Public  Serviee  CommiaBion  of  MaryUnd,  1018,  p.  52. 
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down  as  rapidly  as  they  otherwise  might.  In  either  case,  the 
tax  falls  upon  the  public.  Hence  the  cry  of  injustice  against 
not  permitting  a  return  upon  the  value  which  is  taxed  is  not 
well  founded,  for  the  franchise  taxes  would  ordinarily  be 
charged  against  the  consumers.^  It  is  to  be  hoped  that  other 
judicial  bodies  and  commissions  will  concur  in  the  position  of 
the  New  Jersey  Court  upon  this  issue. 

R.  E.  Heilman. 


THE  TOBACCO  INDUSTRY  SINCE  THE 
DISSOLUTION  OF  THE  TRUST 

Thb  report  recently  issued  by  the  Commissioner  of  Cor- 
porations (Part  III  of  the  Report  upon  the  Tobacco  Industry), 
treating  Prices,  Costs,  and  Profits,  is  the  first  to  deal  with  a 
post-dissolution  period  and  to  compare  conditions  before  and 
after  the  execution  of  the  court  decree.  Disappointment 
wiU  be  met,  however,  if  one  reads  the  report  with  an  expecta- 
tion of  learning  anything  conclusive  about  the  effectiveness 
of  the  dissolution  of  1911.  In  the  letter  of  transmittal, 
the  Commissioner  indicates  clearly  the  limitations  of  the  in- 
quiry.' **  The  actual  extent  of  the  competition  between  the 
successor  companies  is  discussed  in  so  far  as  the  facts  regard- 
ing prices,  costs,  and  profits,  and  changes  in  the  volume  and 
division  of  business  tend  to  show  it,  but  not  with  regard  to 
the  other  important  factors.  These  other  factors  are  not 
covered  by  the  report  because  the  court  retained  jurisdiction 
in  the  case,  and  the  Department  of  Justice  has  undertaken  an 
investigation  as  to  the  manner  in  which  the  decree  has  been 
observed."  It  is  to  be  regretted  that  the  task  of  investigating 
these  matters  was  not  tinned  over  to  the  Bureau  of  Corpora- 
tions.   In  consequence  of  the  lack  of  cooperation  between  the 

>  This  reMoning,  of  oonne,  doet  not  mppty  to  fnaohiset  whioh  eatabiiah  »  definite 
charge  to  ooneumen,  but  only  to  thoM  «ind«r  whiofa  ehargee  are  aubjeet  to  recoUtion  by 
the  public. 

s  PaceszTii. 
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two  DepartmentB,  the  present  report  is  in  certain  particulars 
very  unsatisfactory. 

As  the  title  indicates,  the  present  report  takes  up  the 
investigation  of  costs,  prices,  and  profits:  (1)  those  of  the 
combination  up  to  and  including  1910;  (2)  those  of  the  several 
large  companies,  called  the  successor  companies,  which  took 
over  the  business  of  the  combination;  and  (3)  those  of  a 
group  of  independent  concerns.  Upon  the  basis  of  the 
material  gathered  and  disregarding  other  factors,  the  report 
asserts  that  competition  has  been  restored. 

Two  chief  reasons  are  assigned  for  this  conclusion.  First, 
it  is  maintained  that  the  changes  in  the  relative  volume  of 
business  of  the  several  successor  companies  indicate  competi* 
tion.  In  the  two  years  following  dissolution,  there  was 
clearly  a  tendency  for  these  concerns  to  fill  gaps  in  types  of 
business  in  which  they  were  weak.  But  to  hold  that  the 
more  even  distribution  of  business  in  the  poet-dissolution 
period  is  indicative  of  competition  is  to  assume  that  each 
company  has  striven  successfully  to  buUd  up  those  parts  of  its 
business  in  which  it  was  weak.  But  might  not  competition 
between  several  concerns,  each  strong  in  some  branches  and 
weak  in  others,  lead  to  further  specialization  of  each  com- 
pany in  the  branches  in  which  it  excelled,  and  withdrawal, 
perhaps  forced,  from  the  branches  in  which  it  was  inefficient  ? 
Is  it  not  conceivable  that  some  of  the  changes  in  the  division 
of  business  might  be  parts  of  a  plan  to  allow  each  company  to 
increase  its  business  in  the  lines  in  which  it  was  weak  to  such 
a  volume  as  would  make  efficient  production  possible  under 
the  new  conditions  imposed  by  the  courts  ? 

The  second  argument  presented  in  the  report  for  the 
opinion  that  competition  has  been  restored,  concerns  the  in- 
crease in  costs  of  distribution  since  the  dissolution  of  the 
combination.  It  is  to  be  expected  that  retail  prices  would 
show  no  change.  In  a  commodity  which  is  marketed  com- 
monly in  smaU  packages,  at  **  popular ''  prices,  the  inertia 
of  the  public  renders  a  change  in  retail  prices  difficult.  It 
is  much  more  convenient  to  change  the  sise  of  the  package. 
One  might  suppose,  on  the  other  hand,  that  wholesale  prices 
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would  reflect  the  alleged  increased  competition.  The  report 
asserts,  however,  that  neither  wholesale  nor  retail  prices  have 
changed  since  dissolution.  The  great  bulk  of  the  tobacco 
sold  in  this  country  is  marketed  under  proprietary  brands 
the  demand  for  which  is  created  or  at  least  stimulated  by 
extensive  advertising.  The  consumer  demands  a  particu- 
lar brand,  and  the  retailer  and  jobber  have  to  keep  it  in 
stock.  In  such  a  case,  the  necessity  for  lowering  the  whole- 
sale price  to  meet  increased  competition  is  small.  Instead, 
the  tobacco  manufacturer  is  likely  to  increase  his  adver- 
tising. When  tobacco  manufacturers  were  combined,  the 
tendency  was  to  cut  down  the  expenses  of  distribution  and 
to  limit  advertising  expense  to  an  amount  sufficient  for  the 
maintenance  and  normal  increase  of  sales.  After  dissolu- 
tion, expenses  of  distribution  such  as  advertising,  duplication 
of  salesmen,  and  overhead  expenses,  show  marked  increases. 
This  may  be  significant  of  restored  competition.  To  the 
public  at  large,  such  increases  constitute  a  most  patent  sign 
of  increased  rivalry.  Yet  one  might  be  tempted  to  ask, 
in  the  absence  of  other  information,  whether  or  not  this 
movement  of  costs  was  the  result  of  an  attempt  to  carry  out 
on  a  larger  scale  the  same  sort  of  practice  which  the  trust 
indulged  in  at  an  earlier  time,  namely,  that  of  operating 
bogus  independent  companies  selling  goods  "  not  made  by 
the  trust." 

It  is  frankly  admitted  that  there  ia  no  more  competition 
today  in  the  snu£f  business  than  before  dissolution.  The 
decree,  owing  to  peculiar  conditions  in  the  snuff  business, 
brought  about  a  division  of  territory,  nothing  more. 

After  asserting  that  the  smallest  of  the  successor  companies 
is  very  much  larger  than  the  largest  of  the  independents, 
the  report  proceeds  to  show  that  the  selling  and  manu- 
facturing costs  of  the  latter  are  extremely  high  as  compared 
with  the  former.  Further,  it  is  stated  that  the  proportions 
of  control  by  the  successor  companies  of  the  total  output  in 
1913  as  compared  with  those  of  the  combination  in  1910  show 
that  the  combined  proportion  of  the  successor  companies  was 
slightly  less  in  smoking  and  fine-cut  tobaccos,  more  in  cigar- 
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ettes  and  snuff,  and  about  the  same  in  plug  tobacco  and 
little  cigars.  In  view  of  all  the  facts  adduced,  one  hesitates 
to  accept  without  further  proof  the  conclusion  that  competi- 
tion has  been  restored. 

Tho  the  report  fails  to  prove  conclusively  the  existence  of 
competition  since  1911,  it  does  present  interesting  data  upon 
several  other  points,  especiaUy  upon  the  incidence  and 
shifting  of  the  tobacco  excise,  and  upon  the  effect  of  the 
growers'  organizations  upon  the  price  of  leaf  tobacco.  The 
statistics  compOed  show  that  the  costs  of  the  combination 
were  lowest,  and  profits  highest,  during  the  period  1903  to 
1908,  following  the  reduction  of  the  tax  and  preceding  the  rise 
in  leaf  prices  beginning  in  1908.  The  comparison  of  costs 
of  the  combination  with  those  of  the  independent  companies 
seems  to  demonstrate  the  efficiency  of  large  scale  production; 
while  the  comparison  of  costs  of  the  successor  companies  with 
those  of  the  combination  may  be  construed  as  an  evidence  of 
the  superiority  of  combination  over  large  scale  production. 

H.  R.  TOBDAL. 

Habvabd  UmTBRSirr. 
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